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Every cup of Nescafé is a cup of real coffee—perfectly made! 
But that is not the only reason why it is ideal for the coffee- 
break. 

No skill is needed to make good coffe with Nescafé. 

No waiting for coffee to brew—Nescafé makes coffee instantly. 
Nescafé can be made right in the cup, in a jug, any urn or most 
machines. 

When you change to Nescafé the coffee-break runs smoothly, 
more quickly, everyone is pleased, everyone works the better 
after stimulating, refreshing Nescafé. 
Firms large and small are finding Nescafé 
EASILY THE BEST COFFEE 

—and certainly the most economical. 





Nescafé comes in a tin suitable for everyone: | siete hall 
f ir avery | INSTANT 


SMALL, MEDIUM, HANDY AND LARGE ' aela74- 








Many organisations will be interested in the special catering pack; 
please write for details to Sales Division (Catering Dept.), The 
Nestlé Company Ltd., St. George’s Hse., Wood St., London, E.C.z2 
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A Financial Notebook 


Adjusting to 6 per cent 


ALTHOUGH the stock markets had 
for a fortnight been anticipating 
‘‘ further measures ”’, the news that 
the authorities were invoking both 
Bank rate and special deposits took 
them by surprise. In the preceding 
two days, as our opening article 
records, their fears of imminent 
action had been allayed somewhat 
by the marked slackening in bank 
advances revealed by the mid-June 
make-up statements. 

The markets’ surprise was duly 
reflected in prices. The Financial 
Times equity index, which had fallen 
by some 14 points since mid-June, 
dropped by 8.6 points to 306.3 on 
the day itself. By June 28 it had 
regained 5 points. 

Gilt-edged, which had been sag- 
ging steadily throughout the month, 
were scarcely less surprised. War 
Loan seemed to find some support 
at the all-time low of 60 to which 
it had drifted on the eve of the 
change. The short-end of the mar- 
ket, however, fell sharply as it 
adjusted itself to the new rate by 
establishing a more or less uniform 
yield of 6 per cent, a slightly higher 
basis than that established in Sep- 
tember, 1957. The further call for 
special deposits increased appre- 
hension about bank selling (which 
totalled some {30 millions in the 
month to mid-June and, as a note 
on page 428 records, £34 millions 
in the preceding month). 

In the money market, the adjust- 
ments followed their expected course. 
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The clearing banks’ rate for seven- 
day deposits was raised from 3 to 4 
per cent and their charge for basic 
money to the market from 32 to 
4% per cent. Charges for bank ad- 
vances were generally raised by the 
full 1 per cent—to 6} per cent for 
‘blue chip” industrial borrowers, 
7 per cent for most others and 7} 
per cent in marginal cases. The 
Midland Bank raised its rate on new 
personal loans from 5 to 6 per cent; 
as this issue went to press the other 
banks offering such loans had not 
announced any change. The aver- 
age rate at the Treasury bill tender 
on the following day jumped by 
1 per cent to 54 per cent. The 
rate on tax reserve certificates has 
been increased from 2? to 3} per 
cent. 

The Finance Houses Association 
raised its maximum interest rates 
for HP contracts by 14 per cent— 
to 9 per cent for new vehicles, 
10 for vehicles up to five years old, 
and 12 for older vehicles. 


Sterling and Three Bank Rates 


Sterling responded strongly to the 
increase in Bank rate last month: 
the spot rate on New York imme- 
diately jumped from $2.807; to 
$2.804. In the preceding two weeks 
it had made good most of the ground 
lost at the beginning of the month, 
when news of a rise in the Bundes- 
bank’s discount rate from 4 to 5 
per cent had increased fears of a 
substantial switching of funds from 
London to Frankfurt and sent the 








sterling-dollar rate momentarily be- 
low par. These fears, however, sub- 
sided when it became known that 
the German authorities were taking 
steps to deter an inflow of foreign 
funds—notably by prohibiting the 
sale of Treasury bills and bonds to 
non-residents and the payment of 
interest on foreign bank accounts— 
and when the gold return showed 
that there had been a further modest 
gain—of some $28 millions—to the 
reserves in May. The pound’s re- 
covery was assisted by the reduc- 
tion in Federal Reserve discount 
rates from 4 per cent to 34 per cent, 
the wider implications of which are 
discussed in an article on page 435. 

Unfortunately, there was no sign 
that the intake of gold in May 
owed anything to an improvement 
in Britain’s own trade balance. Im- 
ports in the month—swollen, it is 
true, by the delivery of some of 
BOAC’s fleet of Boeing 707s—rose 
by £15 millions to £390 millions 
(on a seasonally-adjusted basis) while 
exports (on the same basis) dropped 
by {1 million to £298 millions, thus 
marking time for the fourth month 
in succession. Allowing for re- 
exports, the trade gap widened from 
£65 millions to £81 millions, com- 
pared with an average of {53 mil- 
lions in the first quarter of the year 
and {£32 millions in the second 
quarter of 1959. 


No Progress 

Unhappily, the past month has 
brought evidence of a further widen- 
ing of the gap between the two 
trading blocs into which the coun- 
tries of Western Europe are now 
dividing. The twenty-nation Trade 
Committee that met in Paris last 
month to seek a solution to the 
problems arising from the emer- 
gence of the two blocs did no more 
than set up a liaison committee to 
consider, on a product-by-product 


basis, the problems and complaints 
that may arise. Sir Roderick Barclay, 
who led the British delegation, did 
not hide his disappointment at what 
was “‘ more of a palliative than a real 
comprehensive solution ”. That dis- 
appointment was also voiced by 
Mr Maudling, the President of the 
Board of Trade, in Washington. 
Asked what price France and other 
Common Market countries want 
to exact for Britain’s admission to 
their Community, he answered: 
“This is precisely what I want 
to know. But the basic difference 
between us is not a question of 
price but a question of the Six not 
being prepared to negotiate at all ”’. 


A New Tack ? 

Meanwhile, Britain, ever more 
conscious of having missed the 
European bus, has been trying to 
approach the Six from a new angle. 
Last month some semi-official hints 
were dropped at the meeting of the 
Western European’ Union that 
Britain might apply for membership 
of the Coal and Steel Community 
and of Euratom. This matter is 
now being discussed with the am- 
bassadors of the six Common Market 
countries in London. 

It seems doubtful, however, 
whether much progress can be 
made on these lines: the institutions 
of both organizations will before 
long be integrated with those of 
the Common Market. For Britain 
to ask to join the two without asking 
to join the third is once again to 
invite the charge of prevaricating. 


Scot’s View of Special Deposits 

One of the first public comments 
north of the border on the new 
money weapon was made by Mr 
David Alexander, general manager 
of the National Commercial Bank, 
in his presidential address to the 
Institute of Bankers in Scotland last 
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month. He thought the special de- 
posit scheme “preferable to the 
credit squeeze as formerly imposed ”’, 
but none the less that it was “a pity 
that it ever had to be invoked ”’. 
Most bankers will echo these senti- 
ments—though fewer, perhaps, will 
follow Mr Alexander in his belief 
that ‘“‘left to its own devices, the 
banking system could discriminate, 
could apply such correctives as are 
necessary, without in the process 
discouraging genuine capital invest- 


>] 


ower 


Convertibility Past 


The first annual report of the 
European Monetary Agreement, 
which replaced the European Pay- 
ments Union at the end of 1958, 
presents a glowing account of the 
achievements of Europe’s first post- 
war year of convertibility. As its 
advocates had hoped, the concerted 
move to convertibility (for non- 
residents) was followed by a large- 
scale relaxation of restrictions on 
imports, particularly from the dollar 
area, and on movements of capital. 
The report dwells at some length 
on the greater mobility of capital 
between national markets thereby 
achieved. ‘This greater mobility has 
been most evident in the movement 
of short-term funds by commercial 
banks, which substantially increased 
their foreign assets last year. ‘The 
lead in this process was taken by 
Germany and Holland: German 
banks increased their foreign assets 
from $261 millions at the end of 
1958 to $819 millions at the end of 
October, 1959 (in the two closing 
months of the year they fell to $659 
millions); Dutch banks increased 
their assets from $321 millions to 
$639 millions in the course of the 
year. Austrian, Swedish and Swiss 
banks also added substantially to 
their foreign assets. ‘The available 
statistics do not reveal the centres 


in which these assets were held. It 
is known that Italian banks attracted 
quite large amounts of foreign money 
during the year, particularly from 
Switzerland, and the evidence sug- 
gests that there was a considerable 
interchange of bank holdings be- 
tween continental markets. It can, 
however, be assumed, the report 
says, that the major part of the in- 
creased holdings was “ invested in 
London and New York, which... 
played an increasingly important 
role as centres for international 
short-term finance’’. In _ capital 
markets the same growing inter- 
dependence was reflected in the 
launching of international invest- 
ment trusts specializing in European 
securities: such trusts are estimated 
to have attracted funds totalling well 
over $300 millions since the begin- 
ning of 1959. 

On its own activities the EMA 
has very little of significance to 
report—which itself is a testimony 
to the smoothness with which con- 
vertibility has worked. 


—And Future 


The executive directors of the 
International Monetary Fund last 
month gave another gentle nudge to 
members sheltering under Article 
XIV by clarifying the conditions 
required for a formal acceptance of 
the obligations of Article VIII. 
Briefly, Article XIV permits mem- 
bers to maintain and adapt exchange 
restrictions without obtaining the 
prior approval of the Fund, while 
Article VIII requires the Fund’s 
approval for any remaining exchange 
restrictions on current (but not 
capital) transactions and for the 
introduction of any new restrictions. 

The ‘“‘ guide’’ communicated to 
member governments last month 
made it clear that in the view of the 
executive directors many of the 
countries that have conferred con- 
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vertibility on non-residents ‘ have 
reached, or are nearing, a position 
in which they can consider the 
feasibility of formally accepting the 
obligations of Article VIII”. The 
directors recommend, however, that 
members should eliminate measures 
subject to the approval of the Fund 
—and satisfy themselves that no re- 
course is likely to be needed to such 
measures in the foreseeable future 
—before forsaking the shelter of 
Article XIV. 

The attitude of overseas sterling 
countries towards acceptance of the 
full obligations of Article VIII was, 
presumably, one of the subjects dis- 
cussed at the meeting of Common- 
wealth central bankers in London 
last month. 


More Business for ICFC 


The volume of new _ business 
undertaken by the Industrial and 
Commercial Finance Corporation in 
the year to end-March rose from 
£5.0 millions to £6.4 millions—but 
this rise, said the chairman, Lord 
Piercy, did not fully reflect the 
boom-like conditions of the period. 
Undoubtedly, the Corporation lost 
a great deal of business to the banks, 
who for the first time since the war 
were unfettered in their lending: 
indeed, Lord Piercy suggested that 
the extent of this lost business 
might be as high as {2 millions. 

The increase in Bank rate last 
January obviously came as a relief, 
since. it narrowed the gap between 
the rate on bank advances and the 
long-term rate that the Corporation 
charges on its own loans. In recent 
months, Lord Piercy noted, “the 
banks have tended to put business 
our way ’’’. Clearly, the further rise 
in Bank rate and in the pressure on 
advances announced last month 
should bring more borrowers to the 
ICFC. Since the Corporation is no 
longer dependent on the banks for 


its finance it should be well placed 
to meet these additional demands. 
Certainly, the latest balance sheet 
has an unusually liquid look—thanks 
largely to the temporary deposit of 
£4 millions of the proceeds of last 
year’s debenture issue with local 
authorities. 


Deposits Mark Time 


The full statement for the mid- 
May make-up, the salient features 
of which were noted in our last 
issue, showed that the further rise 
in gross advances by the eleven 
banks in the four weeks (£30 mil- 
lions) was more than offset by the 
further fall in their investments (£34 
millions). Despite a substantial in- 
crease in call money during the 
month, total holdings of liquid assets 
fell by £18 millions. Aggregate net 
deposits, as the accompanying table 
shows, fell by nearly £20 millions,. 


May 18, Change on 
1960 Month “Year 
{mn {mn {mn 
Deposits... 7098.6 —112.5 +359.6 
‘ONT oe? 6746.0* —- 19.6 +380.4 
Net"Dep4 6625.04 -~ 60 +3722 
Liquid y 

Assets 2244.0 (31.6) - 17.9 +164.2 
Cash .. 561.0 (7.9) - 12.2 + 29.9 
Call money 562.5 (7.9) + 22.0 + 93.7 
Treas bills 980.6 (13.8) - 23.1 + 35.9 
Other bills 139.9 (2.0) - 4.5 + 4.7 
Special Dep 5.8 (0.1) — — 
** Risk ” 

Assets 4641.6(65.4) - 4.0 +243.4 
Investments 1405.1 (19.8) - 34.0 -432.0 
Advances§ 3236.5 (45.6) + 30.0 +675.4 

State Bds 75.5 - 26 + Rie 
3161.0 + 32.6 +673.8 
Allother» 3958.0 4+ 42.3 +665.3 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

t Ratio of assets to gross deposits. 

§ Official total minus Lloyds Bank transit 
item. 

|| Excluding transit items. 


carrying the seasonally-adjusted in-. 
dex compiled by Lloyds Bank from 
120.9 to 120.5. In the period Janu- 
ary-May the level of deposits, as 
measured by this index, showed no 
net change. ‘The average liquidity 
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ratio improved slightly in the four 
weeks, from 31.4 per cent. to 31.6, 
although the banks paid £5.8 mil- 
lions into the new special deposit 
accounts. 


Clearing Out of the City 


In the middle of last month Bar- 
clays Bank transferred its branch 
clearing, which handles 50 million 
vouchers a year, from the City to 
Northampton. The move was 
prompted by ever-growing pressure 
on premises and on staff in the City. 
It was warmly welcomed by Dame 
Evelyn Sharp, Permanent Secretary 
to the Ministry of Housing and 
Local Government, who opened the 
new premises. ‘“‘ My only regret ”’, 
she said, ‘‘is that we are not cele- 
brating here a concerted effort by 
all the banks to bring their work out 
of London ”’. 


Helping the TSB 


The gifts brought by the Chan- 
cellor of the Exchequer to Aberdeen 
last month to mark the 150th anni- 
versary of the founding of the first 
trustee savings bank were dis- 
appointingly modest. He announced 
that, in response to a request by the 
Association, he proposed to raise 


the limit on deposits in the Special 
Investments Department from 
£2,000 to £3,000 from August 1, 
thus complementing his action earlier 
this year in removing the annual 
limit on deposits in the Ordinary 
Department and raising the total 
limit from £3,000 to £5,000. 

Mr Amory also said that the 
Treasury had agreed in principle to 
increase the rate of interest payable 
to the banks to enable them to 
extend and modernize their branch 
system. 


Credit Mystery 


The latest detailed analysis of bank 
advances by the British Bankers’ 
Association reveals that the total of 
advances outstanding at British banks 
rose by {£213 millions in the three 
months to mid-May—precisely the 
same amount as it rose by in the 
corresponding period of last year. 
Moreover, the slackening from the 
preceding quarter, when the rate of 
lending is at its seasonal peak, was 
of approximately the same order in 
each year. Advances by the non- 
clearing banks rose by a slightly 
larger percentage than did those of 
the clearing banks—by 6.9 per cent, 
compared with 6.6 per cent. The 
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THE ALLIED GROUP 
OF UNIT TRUSTS 


Electrical and Industrial Development Trust 
British Industries Flexible Trusts 
Metals and Minerals Trust 


GROSS YIELDS 
£4 13s. 94.% to £5 14s. 34.% 


according to the Trust selected 
(Calculated in accordance with Board of Trade requirements) 
Managers: ALLIED INVESTORS TRUSTS LIMITED 
7-8 Great Winchester Street, London, E.C.2 
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pattern of borrowing, as our regular 
table on page 494 shows, changed 
relatively little during the three 
months. ‘The three groups of bor- 
rowers most closely associated with 
consumption—hire-purchase, _ retail 
traders and personal and profes- 
sional—again accounted for nearly 
half the total rise. The most in- 
triguing increase, however, was in 
loans to the “ other financial ’’ cate- 
gory, which rose by a further {22 
millions, making a total rise of no 
less than £98 millions, or 44 per 
cent over the year. Presumably, 
this category includes loans for many 
long-term capital projects, most not- 
ably in property, and this further 
rise probably reflects the rush to 
draw on existing overdraft limits 
before the squeeze tightened. 


Partners for CDC ? 


An interesting new venture in 
international co-operation was an- 
nounced last month whereby the 
International Finance Corporation, 
the Colonial Development Corpora- 
tion, two Dutch companies and the 
Standard Bank of South Africa will 
put up £3 millions to finance the 
growing and refining of sugar in 
Tanganyika. In all, IFC will pro- 
vide {1 million (half of it in dollars), 
CDC £800,000 and the two Dutch 
companies £500,000. In addition, 
the Standard Bank of South Africa 
and the CDC will underwrite an 
issue of £700,000 of convertible 
preferred shares, which will be 
offered to the public in Tanganyika. 

For some time the CDC has been 
looking for new partners: its latest 
annual report, published last month, 
reveals that discussions in Wash- 
ington have raised hopes of closer 
association with such development 
agencies as the World Bank, the 
IFC and the Development Loan 
Fund—and its chairman, Sir 
Nutcombe Hume, said that he would 


regard a merger with the Common- 
wealth Development Finance Com- 
pany, with which CDC already 
works closely, as ‘‘ an excellent mar- 
riage’. ‘The Corporation’s desire 
for such associations stems partly 
from the inadequacy of its own re- 
sources and partly from the fact that 
its activities outside the (diminish- 
ing) colonial territories are confined 
almost entirely to managerial ser- 
vices—if its activities in the Com- 
monwealth are to expand it must 
ally itself with a source of finance 
that is less trammelled. At the 
moment the Corporation is within 
£20 millions of the ceiling of £130 
millions set on its borrowings from 
the Exchequer. The freedom, be- 
stowed in 1958, to borrow up to £20 
millions from private sources has 
proved illusory: as the Sinclair Com- 
mittee pointed out a year ago, with 
its present capital structure the Cor- 
poration cannot hope to attract 
private money. It is to be hoped 
that the Government will announce 
the action it proposes to take on the 
Committee’s report when the Cor- 
poration’s own report is debated in 
the House of Lords this month. 


Credit Clearing for Scotland 


The Scottish banks are to estab- 
lish a clearing system for the trans- 
mission of inter-bank credits on 
the broad lines of that introduced 
by the London clearing banks in 
April. It will similarly come into 
operation by stages. The first stage, 
confined to payments by traders’ 
credit, payments under standing 
orders and salary distributions, came 
into operation on June 20. 

Incidentally, the total of credit 
clearings reported by the Bankers’ 
Clearing House for May, the first 
full month of the London banks’ 
scheme, was {266 millions. The 
total of debit clearings for the month 
was £18,391 millions. 
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Making Sure 


Y deciding, a week ago, to fire both the main guns of monetary 
action simultaneously the Government gave another earnest, 
perhaps the clearest yet, of its intent to make sure that the forces 
of boom will not again outdistance it as they so clearly did in 
1954-55. On June 23 the Bank rate was raised from 5 to 6 per cent and 
the Bank of England called on the banks to double the amount of the 
special deposits they are required to make with it under the new system 
of direct liquidity control. On the same day the Chancellor of the Ex- 
chequer announced that the Government was “ arranging ’”’ that the level 
of capital expenditure in the public sector in the fiscal year 1961-62 should 
not exceed the amount likely to be reached in the current fiscal year. 

The shock effect of these measures, as the response in markets showed, 
was exceptionally strong. One reason for this was that everyone was well 
aware that the action had not been impelled by any imminent danger. 
There had been no run on sterling, not even a strain of short-term capital 
movements of the kind experienced early in the year. Monetary strin- 
gency and revaluation rumours in Germany had continued to exert a pull 
on the international markets, in spite of denials of the rumours and efforts 
by the Bundesbank to insulate those markets from the effects of the increase 
in its rediscount rate to 5 per cent. But the London market, surprisingly, 
had withstood these pressures, and had actually enjoyed a net inflow of 
funds, indicating once again the extent of the psychological reserve sterling 
has built up overseas in these past two years. 

It was towards the dcemestic front, therefore, that the new measures 
were directed in the first instance. Although opinions may differ about 
the dangers here, they clearly had not mounted to that pitch of emergency 
without which, on former occasions, the Government could not be jolted 
into action. In 1954, it serves to be recalled, the economy was permitted 
to run for months with a significantly bigger overload than now, without 
any application of the brakes at all, and with a Bank rate of only 3 per cent. 
Now, by contrast, Bank rate has already been raised to a height reached 
only three times in forty years and this move, together with the second 
call for special deposits, is the latest in a succession of measures starting 
from last January. Since then, if the lenient budget (but threatening 
budget speech) deserves inclusion in the list, five sets of disinflationary 
measures have been introduced, at intervals of from four to eight weeks. 

This step-by-step process has in itself lent further weight to the latest 
measures. ‘The immediately preceding ones were, of course, the initial 
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call for special deposits and the return to terms control of hire purchase, 
announced at end-April. Mild though these were then thought to be, it 
was widely assumed that the Government would in any case have to allow 
them a fair time to prove themselves before contemplating any further 
action. Any quick follow-up, it was argued, would run two contrasting 
but equally undesirable risks—the risk of precipitating pressure on sterling 
by making overseas observers suspect that some sudden but concealed 
deterioration had occurred, and the risk that the total degree of restraint 
put on the economy might eventually prove greater than had been needed. 
There was also the argument that an early move would seriously reduce 
the authorities’ room for manoeuvre in the event of a run on sterling in 
the autumn, when seasonal strains reach their peak, and might force them 
in the end to push Bank rate to still higher points. The very fact that the 
Government shrugged off these arguments, preferring an offensive attitude 
to any threat the autumn may hold, underlined its determination. 

The element of surprise had been heightened, moreover, by two indica- 
tions of response to the measures of end-April. Early last month there 
had been strong rumours of an impending rise in Bank rate; but then had 
come the news, widely publicized by the resultant labour dispute, that a 
leading maker of domestic appliances was dismissing 800 workers, one- 
tenth of its labour force, and press enquiries then disclosed that soft patches 
‘had been developing elsewhere in the consumer durable trades. ‘This news 
had been added to the weakness of the market for second-hand cars as 
evidence that the HP restrictions might be biting a good deal harder than 
had been expected; whereupon the Bank rate fears had begun to subside. 

Soon afterwards there had come the several statements from the clearing 
banks of their June 15 make-up, the date by which the first special-deposit 
call had to be met, showing that aggregate gross advances, as officially com- 
puted, had risen by a mere £3 millions over the preceding four weeks. 
The full return later showed that net advances to the private sector had 
risen on the average by roughly that amount each week during the period 
(to £3,070 millions); but that still represented a very marked slowing down 
from the rate of £104 millions a week in the first make-up period after the 
announcement of the special deposit call and the £16 millions a week 
during the two make-up periods before it. Altogether, this was a much 
better result than the bankers themselves had generally expected to be 
able to achieve when the goad of special deposits was first added to the 
official hints of what should be done—given the pace at which new facilities 
had been granted and the lag in drawings. From the outset it had been 
made clear that the special deposit weapon would be pushed further if 
the bankers fell short of the official wishes; but since the authorities had 
never suggested that they were aiming even at a stabilization of total 
advances, and certainly not at an actual reduction, but only at a sufficient 
slackening, most bankers when they saw their mid-June figures had been 
prepared for commendation rather than for another dig from the spur. 

In one technical sense, moreover, the second special deposit call may be 
regarded as a slightly tighter discipline than the first. The banks are 
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allowed nine weeks, instead of the initial seven weeks, to transfer the full 
call of the same amount (a further 1 per cent of gross deposit liabilities 
for each clearing bank and } per cent for each Scottish bank), but this 
time they are required to complete half the requisite transfer by the first 
make-up date (July 20) and the other half by August 17, whereas on the 
initial call they were allowed, if they wished, to defer payments until the 
end of the whole period. On the other hand, if the momentum of advances 
has indeed been broken, the seasonal growth in liquid assets may be in itself 
enough to cover the call. 

By taking this double action relatively soon, as it clearly believes it has 
done, the Government is hoping to forestall trouble on both the fronts 
that might be threatened. ‘Though the action is directed to the home 
front, the ultimate aim is, of course, to fortify the balance of payments, the 
current surplus on which will this year again fall substantially short of the 
outflow of long-term capital—and the gap is no longer being financed by 
any inflow of sterling-area funds. Hence the timing has obviously been 
strongly influenced by the desire to show results before sterling faces its 
seasonal stresses, in order to ensure that the gold losses to be expected then 
are not accentuated by adverse psychological factors. Moreover, by adding 
to the new monetary action the promise to (try to) stabilize the capital 
expenditures of the public sector—the Government evidently hopes to 
have rounded off the whole series of measures. Various spokesmen are 
confidently afhrming now that “there is no more to come ”’. 

If these aims could be secured by acting firmly now, and if the economy 
could be given the offsetting advantage of relief from the nagging uncer- 
tainty about Government policy that has dogged it in recent months, it 
was worth running some risk that the restraint as a whole might prove to 
be over-strong. The Government is not assuming, however, that the 
effects of its new measures will be at all severe. ‘The aim of the further 
call for special deposits is not to impose any sharp credit squeeze, but 
simply to maintain the restraint on bank advances that had been taking 
effect already. The rise in Bank rate, appropriately, is credited with the 
wider purpose of introducing a stronger restraining influence more generally, 
but still with the object of resisting the further growth of domestic demand 
rather than of bringing about an actual contraction. And although these 
two instruments might be expected to influence investment expenditures at 
least as directly as consumption, it is upon the latter that the Government 
is hoping they will mainly act. Industrial investment, indeed, together 
with exports, is being represented as the chief likely beneficiary of these 
moves, because of the restraint they are expected to put on consumption 
and on certain other types of investment, and perhaps on stock-building. 
Since no new “requests ’”’ have been made to the banks, and no new priorities 
formally communicated to them, the implied assumption is that the banks 
know the official wishes well enough, that in keeping due restraint on their 
total advances they will have to cut some back, and that in doing so they 
will dutifully put the squeeze in the “‘ right ”’ places—on credit for hire 
purchase, ‘‘ non-essential”? property development, and consumer outlay. 
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The Government, it is clear, has not been greatly impressed by the dis- 
inflationary implications of the Hoover experience and the accumulation of 
stocks of finished goods reported by traders and by other manufacturers of 
domestic appliances. ‘These trends had begun to show themselves before 
the reimposition of hire-purchase controls, suggesting that in some products 
an intensification of competition, notably from imports, may recently have 
been at least as important an influence as any decline in demand caused 
by the stiffening of hire-purchase terms. Certainly, there is no sign yet 
that the April measures, considerable though their effects may have been 
at a few points, have made any appreciable inroad into consumer demand 
as a whole. And they evidently have not given relief at the production 
end, notably by easing the pressure on labour, on the scale necessary if the 
economy is to cope with the still expanding demand in certain other sectors. 

The latest indicators, which, of course, do not measure the trends up to 
any later date than early June at the best, suggest that up to that time the 
various restraining measures had not kept pace with the pressure. The 
strain on the economy, considered as a whole, had seemed to be still 
mounting, even though industrial production—judged mainly from the 
provisional April index—was possibly pushing upwards again rather faster 
than had been generally expected. In May, first month of the HP tighten- 
ing, the seasonally-corrected index of retail trade had actually risen a little 
further, after its sharply resumed advance in April. And the recently 
published first-quarter figures of capital investment confirm that the pro- 
jected sharp upturn there is indeed taking place: fixed investment by 
manufacturing industry, taken at constant prices, was 13 per cent, and that 
by other industries and services 31 per cent, bigger than in the first quarter 
of 1959. Perhaps most significant of all, in early June the rising unfilled 
vacancies (at 366,886) moved well beyond the falling unemployment (at 
305,044). The proportion of the labour force unemployed is now down to 
1.4 per cent on the average, and well under 1 per cent in four districts. 

There were, then, cogent reasons for thinking that more restraint was 
needed; and once that was clear it was wise to act forthwith. It may be 
regretted that the new non-market weapon of special deposits should have 
been used again so soon. But its use becomes less objectionable, and its 
effect much less liable to frustration, when accompanied by a rise in interest 
rates. As had been shown by the severe weakness of the gilt-edged market 
even before the rise in Bank rate, the authorities have not after all been 
using the new device as a means of deliberately avoiding market action, 
nor do they appear to have made any effort to ease the strain on that market. 
Now, after the rise in Bank rate, yields on gilt-edged have been lifted hard 
up to, or even beyond, 6 per cent; the Treasury bill rate is at 544 per cent; 
and charges for bank advances range up to 7} per cent. At such levels 
the interest rate surely increasingly becomes at the margin a direct weapon 
of restraint, as distinct from a mainly psychological one—though its force 
must still depend to some extent on whether people believe that the Govern- 
ment’s measures as a whole will succeed in the end. Perhaps they are not 
convinced yet; but the omens look better now than they did a month ago. 
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Whither America? 


HE comforting realization by American investors that their 
February fears of recession had been as exaggerated as their 
December dreams of a golden age enabled the Federal Reserve 
Board at the beginning of last month to make its first explicit 
move towards cheaper money without evoking a murmur of apprehension. 
Indeed, as the Board had hoped, Wall Street, in its currently bullish mood, 
read the announcement as a sign of strength. In the seven days after the 
Reserve Banks of Philadelphia and San Francisco had initiated the reduction 
in official rediscount rates from 4 to 34 per cent the Dow Jones average 
bounded by some 30 points to 656, carrying it back more than halfway 
to the all-time peak of 685 touched on January 5. The belief that had 
been growing since the spring that the strength of consumer demand and 
business investment would secure the economy against recession this year 
found fresh encouragement in this demonstration that the Fed was not, as 
in 1957-58, waiting on events. In 1957, the first cut in discount rates was 
not made until production had fallen more than 4 per cent from the peak 
established three months’ earlier. Last month’s reduction was made at a 
time when output in most industries was at or near peak levels and when 
the available evidence suggested that it was still tending to rise. 
Superficially, the Board could explain its action as a simple and passive 
response to the preceding fall in money rates. By the end of May the 
three months’ Treasury bill rate had dropped to around 3 per cent from 
the peak of 4.67 per cent touched at the end of last year, and over the same 
period the average yield on long-term bonds had declined from 4.58 to 
4.06 per cent. But this fall in market rates itself owed much to the gradual 
and deliberate easing of the monetary authorities’ pressure on bank reserves 
—and to the expectations to which that easing gave rise. More con- 
vincingly, the Fed could point to the recovery of confidence by the American 
public in the dollar. If the further rise in discount rates last September 
had been required primarily to counter the inflationary psychosis of the 
American public, the reason for maintaining them at that level had clearly 
passed. But this recovery of confidence has been associated, partly as 
cause and partly as effect, with a significant change in the pressure of 
demand on the economy. Inevitably, last month’s reduction in discount 
rates spotlights a question that has for some time past been troubling many 
thoughtful observers: how can new life be imparted to an expansion that 
is showing unmistakable signs of flagging ? 
For it is now clear that stock-building is not going to play the major 
expansive role assigned to it by forecasters at the beginning of the year. 
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In February, the fact that the rush to rebuild inventories after the steel 
strike was considerably less hectic than had been anticipated could lend 
itself to the reassuring interpretation that demand from this source was 
likely to be spread more evenly throughout the year, instead of being 
bunched in the first quarter of it. Now, it is apparent that this interpre- 
tation is not justified. The restraint in stock-building shown in the first 
quarter of the year in fact seems to have reflected a significant change in 
the attitude of business men, a change associated with their renewed faith 
in the stability of the dollar. ‘The American business man, assured of 
prompt delivery by the margin of unused capacity in industry and con- 
fident that the supplies he needs will be available in the future at prices 
no higher than to-day’s, has been casting a more critical eye at his inven- 
tories. ‘The fears that gripped him last autumn that the pressure for 
higher wages would lead to a persistent, if gradual, rise in prices have been 
dispelled by the calculation that the fruits of the recent heavy investment 
in cost-reducing techniques should offset the rise in labour costs. In 
consequence there has been not merely a general unwillingness to add 
further to stocks but a definite tendency in some industries to trim them. 
Strangely enough, this tendency appears to have been most marked in 
stocks of steel, the material which at the beginning of the year was thought 
most vulnerable to a price increase: steel mills, faced with a falling inflow 
‘of orders, have been forced to cut back production to 62 per cent of 
capacity—a rate of output that is almost certainly below the current rate 
of consumption. On the other hand, the demand for cars—particularly for 
the new compact cars—has recently picked up well and the large stocks of 
1960 models in dealers’ showrooms look far less menacing to-day than 
they did a short while ago. The relief that the rising sales curves have 
brought to Detroit has had a more powerful effect on Wall Street than has 
the gloom of manufacturers of domestic appliances, occasioned by the 
pile-up of unsold washing machines and refrigerators. 

Despite the disappointments of the opening months of the year, inventory 
accumulation (seasonally adjusted) in the first quarter reached an annual 
rate of $10,600 millions, only $100 millions short of the peak rate in the 
second quarter of last year, when business men rushed to forestall the shut- 
down in the steel industry. The increase of $7,600 millions in the rate of ac- 
cumulation between the final quarter of 1959 and the first of 1960 accounted 
for nearly half the rise in gross national product, from $483,500 millions 
to $500,200 millions, between the two quarters. It now appears, however, 
that part—perhaps a large part—of this increase in stocks was involuntary, 
reflecting the failure of final demand to surge into the 1960s at the pace 
expected when production schedules were fixed. Almost certainly, the 
adjustment of inventories was the principal cause of the slight decline in 
industrial production after January. ‘The Federal Reserve Board’s index 
(in its revised form based on 1957) slipped back from a peak of 111 in 
January—a peak, incidentally, only one point higher than that established 
in June last year, when the stock-piling process was at its height—to 110 
in February and 109 in March and April. In May it regained one point. 
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This adjustment of inventories has also contributed to the easier con- 
ditions in the money market by reducing the demand for bank credit. The 
demand for loans by business, which was strong in the opening months of 
the year, since March has been substantially less than had been expected. 
This slackening, which has coincided with a reduction in the demand for 
mortgage funds and in the Treasury’s cash needs (reflecting largely the 
balancing of the Federal budget), may have been partly responsible for the 
further decline in the money supply recorded in May. Despite the 
authorities’ easier monetary policy, the seasonally-adjusted total of demand 
deposits and currency fell by $1,800 millions to $137,600 millions in the 
month, making a total fall of $3,600 millions from the peak reached last 
July and of $2,600 millions since December, 1959, when the Federal 
Reserve Board was already moderating its restrictive policies. Paradoxically, 
although the authorities’ first moves towards easier money took the form 
of open market purchases of bills, the scale of which was gradually increased 
as the months went by, designed to reduce the pressure on bank reserves, 
and were not complemented by a change in discount rates until last month, 
the shift in policy has been reflected entirely in market rates: the supply 
of money has so far shown no response to it. This may perhaps be ex- 
plained by the narrowness of the conventional definition of money supply 
(which excludes time deposits, whose total increased appreciably in the 
phase of dear money) and by the profound change in market psychology 
that has occurred since the end of the year. None the less, the decline in 
the money supply at a time when gross national product has been expanding 
forms a strange background to the sharp fall in money rates. And since 
most banks feel that the ratio of their total loans to deposits is already high 
enough it seems unlikely that the fall in rates will itself lead to any signi- 
ficant expansion of lending. Indeed, although the banks responded to the 
reduction in the discount rate by cutting their rates for commercial paper 
and acceptances by 3 per cent, they left their prime lending rate unchanged 
at 5 per cent and some spokesmen suggested that a change was unlikely 
until a more normal relationship had been restored between loans and 
deposits. In the meantime the banks are likely to employ the bulk of any 
surplus funds that official policy allows them in the bond market. 

While it is possible to see in the new attitude towards inventories and in 
its effects on some key industries and on the money market the first signs 
of recession, on the whole it seems that the balance of forces in the economy 
is still expansionist. Consumer demand, whether financed by cash or 
credit, remains buoyant—though there were some indications last month 
that the pace was beginning to flag a little. Housing starts—the course of 
which is almost as significant for the makers of domestic appliances as for 
the construction industry itself—recovered a little in March and April, 
though they were still well down on a year earlier. The demands of the 
public sector, in particular those of state and local governments, are still 
rising and seem likely to continue to do so—though the pace may be 
influenced strongly by the effects of the Summit failure on defence outlays 
(which in the first quarter of this year were the lowest since the third 
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quarter of 1958) and by the programme on which the successful candidate 
and party are elected this November. 

But although the demands from these quarters look strong enough to 
prevent the economy dipping into recession this year, they do not seem 
sufficient, unaided, to raise it from the plateau on which it now appears to 
have settled, still less to insure it against the recession indicated for 1961 
by the rhythm of the post-war cycle. ‘The economy in the months ahead 
will have to look for its dynamism to exports and to business investment. 
A rise in exports played a useful part in the expansion of national product 
in the first quarter of the year: merchandise exports, at $4,889 millions, 
were some 18 per cent higher than in the same months of 1959, while 
imports showed only a slight increase. As a result, the balance of net 
exports of goods and services, seasonally adjusted, improved from an annual 
rate of deficit of $600 millions in the fourth quarter of 1959 to an annual 
rate of surplus of $1,200 millions in the first quarter of 1960. ‘The overall 
deficit in the balance of payments—after debiting capital exports and aid— 
has been provisionally estimated at $600 millions, compared with nearly 
$900 millions in the first quarter of 1959—an improvement consistent 
with a reduction in the deficit from $3,700 millions to perhaps $2,500 
millions for the whole year 1960. 

Undoubtedly, most observers are looking to business spending to provide 
’ the mainspring of expansion. An official survey of investment plans pub- 
lished in March indicated that business corporations were planning to 
spend some $37,000 millions on new plant and equipment this year, 14 per 
cent more than in 1959 and equal to the peak 1957 rate; manufacturing 
companies alone planned to step up their investment by 25 per cent. These 
figures confirmed the marked upturn in business outlays revealed by a 
similar survey by McGraw-Hill last autumn, and implied that in general 
plans had been revised upwards in the intervening period. More recent 
soundings—necessarily impressionistic—suggest, however, that some plans 
for expansion are now being re-considered and that total outlays this year 
may fall short of $37,000 millions. Moreover, they suggest that the 
rate of business investment is now nearing its peak and may begin to slacken 
in the closing months of the year. First indications for 1961 suggest that 
the volume of investment will be slightly lower than this year, but here, 
clearly, the Presidential election could be a decisive influence one way or 
the other. 

If these impressions prove correct, the rate of business spending, on 
which such store is now being laid, is likely to have spent most of its driving 
force by the autumn. Thereafter it should remain a sustaining factor in 
the economy, but not an expansive one. Unquestionably, the incentives to 
invest in new plant and machinery provided by the rise in labour costs and 
the rapid strides in technology are still strong. Whether they are strong 
enough to push the economy to new heights next year is, however, now in 
some doubt. Certainly, the scattered evidence to hand raises the question 
whether Wall Street’s recent rejoicing may not have been as overdone as 
was its exuberance last December and its dejection last February. 
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The Complex Role of 


Consumer Durables 


By J. E. HARTSHORN 


HETHER consumers’ expenditure on durable goods was 

already beginning to level off before restrictions were put 

back on hire purchase, or whether Hoover and its dismissed 

employees were victims simply of the renewed squeeze, 
nobody will perhaps ever properly determine. ‘The Chancellor has since 
shown that he did not consider these first restraints sufficient; trade in 
consumer durables, indirectly, may be further tightened by the latest 
measures. In any adjustment of the economy, certainly, it could not have 
been ignored. 

Last year, private consumers in Britain “‘ invested ”’ almost precisely the 
same amount of money—some {1,700 millions—in houses and garages 
and the durable equipment they put in them as private businessmen in- 
vested in factories, warehouses and office buildings and the equipment 
and vehicles it put in these. If one stretches the conventional but arbitrary 
definition of capital investment in this way, one may say that in total 
it would be made up of three roughly equal amounts of expenditure, 
comprising personal investment in homes and their equipment, private 
investment in business facilities, and investment in the public sector; and 
an alternative classification, lumping all dwellings together as investment 
for personal use whoever paid for them, would make this “ personal invest- 
ment’ markedly the largest of the three sectors. The figuring, set out in 
Table I overleaf, bristles with obvious qualifications.* But it may serve to 
indicate the order of magnitude of spending upon relatively long-lasting 
goods enjoyed by consumers, in comparison with expenditure on producer 
goods and on public service facilities, and roughly to measure the importance 
of this spending, and of these kinds of goods, in the current volume of 
demand and supply in the economy. 

Spending on consumer durables, in particular—the label is ugly, but 
convenient and not easy to improve—has been increasing fairly steadily 


* And not so obvious. Spending on consumer durables includes a large amount of pur- 
chase tax, as the table shows, and also a larger proportion of distribution costs than any 
elements of capital investment. But spending on consumer durables may be somewhat 
understated in these official figures: e.g. spending on a central heating system is counted as 
maintenance and improvement of dwellings, and many of the cars bought by business in 
practice replace individual purchases ranking as consumption. 
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ever since the war, though it was temporarily checked, by Government 
action, in 1952 and 1956—and in 1960(?). In real terms, it was nearly three 
times as much last year as in 1948. And it is worth noting that its prices 
have been a good deal nearer constant than those of other things we buy; 
in general, prices of these durable goods have gone up by just under 30 per 
cent since 1948, with those of radio and electrical goods rising by only 
about 13 per cent, whereas the prices of all goods and services bought by 
consumers have risen by 42-43 per cent. The relative cheapening of these 
goods, combined with the steady growth of mass incomes beyond the level of 
everyday subsistence, and the widening acceptance of middle-class standards 


TABLE I 


INVESTMENT AND EXPENDITURE ON DURABLE CONSUMER 
GOODS, 1954-59 


(£ millions) 
Spending on 


Consumer Durables* Private Private Public 
Net of House Business Investment 

Total Tax Building Investment Housing Other 

* 1954 - i 844 635 223 1,058 421 876 
1955 Fs a 959 809 255 1,281 359 946 
1956 - - 905 754 283 1,469 343 1,042 
1957 - = 1,005 838 287 1,633 323 1,157 
1958 i ¥ 1,147 957 308 1,735 274 1,201 
1959 - wi 1,340 (1,200) 376 1,711 277 1,297 


* Containing a much larger element of distribution costs than capital investment does, 


of material enjoyment by the majority of the population, are generally 
accepted as the main causes of this trebling of real expenditure on durable 
-consumption—which has to be set against a rise of no more than 22 per 
cent, in real terms, in total expenditure by British consumers between 
1948 and 1959. 

This relative cheapening of consumer durables has come about largely 
because the industries that make them, throughout the post-war period, 
have been by far the most rapidly-growing element in British production, 
and have achieved considerable advances in productive efficiency. As 
Table II shows, the number of passenger cars produced in Britain last year 
was more than 33 times as many as in 1948; and the very useful index of 
production of selected durable consumer goods recently introduced by the 
National Institute of Economic and Social Research suggests that output of 
these last year was nearly 44 times as high as in 1948. No other major 
industrial groups can rival such records of expansion, even the other main 
‘‘ growth industries’, chemicals and electricity. And it is worth noting 
that the most rapidly-expending elements in the chemical industries have 
been the products and by-products of petroleum refining, throughput of 
which has been developed primarily to meet the growing demand for motor 
vehicle fuels; while the growing “‘ mechanization”’ of many homes has 
been a significant factor in the growth of demand for electricity. 

The importance of the industries making cars and consumer durables 
in the growth of production is enhanced by the fact that the motor industry 
in particular, and industries making the other durable goods to a lesser 
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extent, make demands upon the intermediate products of an exceptionally 
wide range of other industries. ‘The motor industry, for example, buys 
65 per cent of the value of a vehicle from outside; its 400 “ vehicle pro- 
ducers ’’’ buy major components from more than 1,000 major suppliers 
and raw materials, tools, and minor items from about 3,000 other manu- 
facturers. It is probably the largest single customer for steel (in particular, 
thin flat products and alloy steels), for drop forgings, iron and non-ferrous 
castings, ball and plain bearings, and many other engineering items, apart 
from rubber and paint. Manufacturers of other durable consumer goods 
are major customers for thin steel pressings, for vitreous enamelling, and 
for small electric motors, electronic valves and other components, insulated 
cable, and small pumps. ‘The relative importance of these industries in 
metals and engineering, and indeed in total industrial production, was 
demonstrated in 1956, 1957, and 1958. Cuts in their output as a result 
of credit restraint, during the beginning of that period, quite offset the 


TABLE Il 
DURABLES AS AN ELEMENT IN INDUSTRIAL PRODUCTION 
Passenger Selected Metals and 








Cars, Durable Metal- Total 
Output Consumer using Chemicals Manu- 
(000) Goods Industries facturing 
——-——— Indices, 1954—100 

1948 ya Pe 336 37 76 68 77 
1950 7 . 524 67 85 80 88 
1954 - a2 768 100 100 100 100 
1955 - os 896 111 110 106 106 
1956 i “i 708 88 108 110 106 
1957 i ea 860 105 111 115 108 
1958 mf . oe 118 110 115 107 
1959 aa ae 163 117 128 114 
1958 as % of 1948 354 440 154 189 147 


oO 


Source: Economic Review, NIESR. 


upsurge in industrial investment and kept the production indices down 
level; later, as the investment boom slackened off, the resumed expansion 
of sales of cars and other durable goods continued almost to offset it, making 
the “ recession’ of 1958, when it finally appeared, the mildest of dips in 
the indices. 

The industries making these durable consumer goods, moreover, make 
a significant if uneven contribution to the country’s exports and compara- 
tively little demand upon imported resources—except that furniture depends 
largely on overseas timber, and that in recent years a growing amount of 
durable equipment is being imported. In 1959, exports by the motor 
industry amounted.to about an eighth of Britain’s total overseas sales; 
though its deliveries to the home market were the highest in history, it 
managed to export fractionally more than half its output. Certain other 
consumer durables are exported in large (though not, generally, rapidly- 
growing) quantities; others, hardly at all; in general, apart from cars, they 
make a more limited contribution to exports than their relative growth in 
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output might imply. Britain’s idiosyncratic electronic and_ electrical 
standards (such as 405-line television) are partly responsible; our designs 
have taken some time to attract consumers in the fastest-growing markets, 
such as Western Europe; and we make a weak showing in some of the 
items in which trade is growing rapidly, such as cameras and tape recorders. 
It is not easy to substantiate the charge by some economists of the right 
and of the left that concentration on home sales by these manufacturers 
has tended to reduce the effort they put into exporting.* Nor is it altogether 
easy, either, to prove the manufacturers’ contention that in order to export 
they need a strong and unrestrained home market. This argument often 
seems as crudely polarized on one side as on the other. 


‘“¢ Competing ’’ with Capital Investment ? 


It is true, however, that these are industries where unit costs can typically 
be greatly reduced as the total volume of production increases. The 
assembly of motor vehicles and durable consumer goods does not take an 
exceptional amount of capital, but other fixed costs, such as design, develop- 
ment, inspection, and marketing, tend to be high, particularly in relation 
to unit profits. Moreover, the manufacture of bodies for vehicles is highly 
capital-intensive; and that of the flat steel for those bodies even more so. 
The expansion of output of cars and other consumer durables, therefore, 
makes fairly large claims, direct and indirect, upon capital resources. Some 
of the industries concerned, incidentally, are substantial contributors to 
capital investment. About a third of motor vehicle output ranks as invest- 
ment; and domestic electrical and electronic appliances provide part of the 
bread-and-butter sales for companies engaged in the development and 
production of electrical equipment for capital investment and exports. 

Some indications are set down in Table III (page 445) of the relative and 
changing importance of durable consumption as an element, alongside invest- 
ment, defence and exports, in demand upon the engineering industries. 
But in 1960 it is perhaps particularly important to note that the relation 
between durable consumption and productive investment is by no means 
the simple competition for scarce resources that analysis of the economy 
sometimes rather crudely assumes it to be. ‘The rather dramatic change 
in the investment intentions for 1960 expressed by British businessmen to 
the Board of Trade between the spring and the late autumn of last year 
was no doubt partly a general sigh of relief by the country’s manufacturers 
over the election result; it may have been exaggerated rather by the bunch- 
ing of many investment decisions that had been postponed earlier. But in 
detail, at least, the changeover from an expected decline in manufacturing 
investment to a significant increase was the result almost entirely of very 
sharp increases in expected investment by two industries—motors and steel. 
And the largest elements in this stepped-up investment programme of the 
British steel industry are new strip mills at Newport and Ravenscraig and 
expansion at the Steel Company of Wales—largely thin flat steels for 


* See = Trends in World Trade in Durable Consumer Goods” in Economic Review, 
National Institute of Economic and Social Research, November, 1959. 
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motors and consumer durables (plus tinplate for canning, one of the non- 
durable demands of consumption upon the metal industries). .To some 
extent, the economic assumption that one can make more room for 
““ virtuous ”’ industrial investment by cutting down “ extravagant ’’ durable 
consumption is reminiscent of an attitude one used to encounter in Coventry 
a few years ago. Machine-tool makers would complain bitterly that they 
were losing skilled men who could go out to factories such as Standards 
and Rootes on the outskirts of the city and earn more money doing semi- 
skilled work. If it were not for this unfair competition, they would tell 
the visitor, they would be better able to satisfy the demands of their own 
biggest customers—the motor manufacturers. 

One element in the post-war growth of durable consumption and the 
industries that serve it was the relative starvation of the home market during 
the war and for several years after it, which built up considerable arrears: 
of demand at the same time as the whole market was widening. Another 
was the relatively small stock of these durables in the hands of British 
consumers. Some of the durable goods concerned, such as television sets, 
were more or less post-war innovations. Supplies are now relatively 
abundant; recently we have had no innovations comparable to television— 
the tape recorder, motor mower, and electric shaver being of a decidedly 
minor order. What of the stock of durables in British homes? One 
recent assessment, for November, 1958, was made in the course of a: 
market survey by Odhams Press: 


PERCENTAGE OF HOUSEHOLDS OWNING SELECTED DURABLES 


Washing machine as 28.4% Radio... oe ~3 78.1% 
Refrigerator ~ a 10.2% Radiogram ~~ - yi Eb 4 
Vacuum cleaner .. én 64.9% Television me is 62.3% 


And about a third of British households own or have the use of a car.' 
Ownership of very few durable goods, anywhere except perhaps in the 
United States, can hardly be said to be approaching saturation; but for a 
number of the more important, replacement sales are beginning to become: 
a quite important element in the total British market. (Perhaps because 
of the relatively low initial cost of most of these goods, second-hand sales: 
and ‘‘ trade-in” values have never become so important an element as in’ 
the car market, where they play a vital réle in the individual’s introduction: ~ 
to motoring and in the stimulation of new car sales.) 3 

It is not yet easy to guess what the operating “lives” of the kitchen’ 
durables will turn out to be, since service of them is efficient, if expensive; 
just how long does a refrigerator, if the motor is serviced or replaced, take 
to wear out? Obsolescence, artificial or real, can obviously become a 
factor. Eventually the change to 625-line television may stimulate replace- 
ment of sets on the scale that VHF sound broadcasting might have done. 
for radio had listening not been on the decline; but public policy will 
probably “‘ phase out ” such a change over several years. Many innovations 
to enchant our leisure are no doubt still to come, though those with an 
impact comparable to television may be few; their industrial and economic 


443 
DI 











significance can shift considerably. Large-scale ownership of boats, for 
example, would make less call on the steel industry than any other durable 
has yet made—except furniture (and like furniture it would be liable to 
make a considerably greater call on imported materials). And a sub- 
stantial increase in foreign travel (the mass fascination of which may be 
already passing) would swel! our invisible imports. 


New Equipment for New Homes? 


Lacking evidence upon the time that people are likely to be satisfied 
with their home equipment before replacing it (except for cars, where the 
“lives” recently acceptable are likely to come down sharply), one can 
hardly make useful guesses from the current “ stock ’’ of ownership of how 
long durable consumption will go on mounting at its recent rates. One 
cannot, moreover, allow in advance for such checks to durable consumption 
as, wisely or unwisely, Whitehall may from time to time be inclined to 
apply. My own hunch is that as a group the household durables, as well 
as the motor industry, will go on growing rapidly, and exerting a con- 
siderable expansive influence upon the economy, well into the early ’sixties, 
though with their rate of growth continuing to decline somewhat; but that 
it is not easy to see consumption of the durables we know to-day providing 
such an element of growth beyond this decade. Others will no doubt 
move up in popular appeal as to-day’s leaders level off. But it is possible 
that the continued growth of durable consumption over the next few years 
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will stimulate, and at the same time be dependent upon, growth in another 
element of consumer spending on very durable goods which is more 
generally accepted as investment—new houses. 

Once the affluent mass consumer has his car, he has achieved the most 
expensive purchase he will probably ever need to make apart from a house, 
which he can buy on much longer hire purchase; moreover, his car needs 
houseroom too, and his stock of kitchen equipment may well be outgrowing 
a kitchen built, as 60 per cent of Britain’s were, before the first world war. 
It seems unlikely to me that this country’s mass of affluent consumers will 
remain content for very many years to house their increasingly elaborate 
array of appurtenances for ‘‘ contemporary ”’ living in obsolete and incon- 
venient dwellings. The upper middle classes may be content to pay 


TABLE III 


DURABLE CONSUMPTION IN THE OUTPUT OF THE ENGINEERING 
AND ALLIED INDUSTRIES, 1954-59 








1954 1959 
Per Cent Indices, 1954=100—— Per Cent 
of Total of Total 
Supplies 1955 1956 1957 1958 1959 Supplies 
Output .. a sin ga 96 110 108 111 112 120 G4 
Imports. . ne nr ‘a + 120 126 140 152 177 6 
Total supplies .. * a 110 109 112 113 122 100 
Investment in: 
Vehicles, ships, aircraft we 11 115 122 128 135 144 12 
Plant, machines ree me 27 108 111 119 118 116 26 
Consumption: 
Radio, electrical goods, etc.. 8 107 96 107 116 138 4 
Cars and motor cycles Ka 6 133 103 114 151 194 10 
Defence. . aa a - 18 95 91 87 81 86 13 
Exports .. a - ve 30 108 118 121 119 121 29 


Source: Economic Survey, 1960. 


£7,000-10,000, in the inner rings of the cities, to refurbish terraced villas 
built for their grandfathers’ servants; the lower middle classes with the 
bulk of the spending money will not. It may well be that one developing 
element of durable consumption, central heating, will be the instrument 
of change here. Although very easy terms are on offer from the com- 
peting fuel industries to put this into old houses, the step upwards in 
comfort may occur most often in the move to a new, centrally-heated house. 
And moving house, as the furniture dealers well know, is the time when 
consumers are jerked into buying anew; all the consumer durables would 
be likely to benefit from a private housebuilding boom, should one develop 
in the ’sixties. 

The implications of any such development for Britain’s capacity to 
produce and to innovate, and for its ability to export to other countries 
likewise seeking higher standards of living, might be as complex as the 
rdle that consumer durables play in our economy to-day. And it might 
well prove as easy temporarily to stifle or postpone—which is not to say 
that either form of selective restraint should be counted as a wise end, or 
even instrument, of policy. 


445 








Restraining Sweden’s 
Boom 


By R. JALAKAS 


STOCKHOLM, muid-Fune 


N many respects the problems now confronting Sweden’s economy are 

strikingly similar to those confronting Britain’s. After a fairly lengthy 

period of stagnation, production began to rise in 1959 and the economy 

is now reaching the stage of over-employment. Moreover, the upswing 
in production and employment has so far been accomplished without any 
considerable rise in prices, though it has caused a marked deterioration in 
‘the trade balance, due largely to the rebuilding of stocks. And in both 
countries the authorities are trying to restrain the boom without thereby 
reversing the upward trend of production. Closer scrutiny, however, 
reveals some equally striking differences, not least in the recent tactics of 
the authorities. 

The course of business in the past two years has again demonstrated 
the dependence of the Swedish economy on foreign demand. No less 
than one-fifth of the country’s production is sold abroad. ‘The decline in 
exports in 1958, therefore, had immediate repercussions on the domestic 
economy and, similarly, the recovery in world demand in 1959 quickly led 
to a rapid upswing in Swedish production. After declining by 1 per cent 
in volume in 1958, Sweden’s exports increased by 8 per cent in 1959— 
to reach a level about twice as high as at the beginning of the 1950s. The 
rise has accelerated this year: as the table opposite shows, in the first four 
months the value of exports was 24 per cent higher than a year earlier 
(since export prices were only slightly higher most of this increase is attri- 
butable to a larger volume of shipments). Demand is strong for all the 
staple exports such as timber, pulp, paper, iron ore and steel, and also for 
the increasingly important exports of machinery and motor cars. ‘True, the 
car industry has not been able to maintain its exports to the United States 
at last year’s level, but this setback has been more than compensated for 
by new successes in the European market. 

This increase in overseas demand has been reinforced by a continued 
rise in home consumption and investment. In 1959 private consumption 
increased by 4 per cent; preliminary figures indicate a further advance 
this year, though at a somewhat slower rate. ‘Towards the end of 1959 
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spending was stimulated by the Government’s decision to introduce a 
general 4 per cent turnover tax on January 1, 1960. Demand was especially 
keen for durables, purchases of which increased by 13 per cent in 1959, 
while spending on non-durables and services rose by only 2$ per cent. 
Unexpectedly, new car registrations showed a further increase in 1959— 
by 15 per cent to 169,000. This boom in car sales, however, has been 
followed by a slump in the first months of 1960. Industrial investment 
has also continued to expand rapidly. Even in the recession year of 1958 
it increased by as much as 12 per cent in volume, thanks largely to the 
abolition at the beginning of the year of the 12 per cent investment levy 
which had been in force since the Korean boom. Many investment projects 
were postponed in expectation of this abolition, which had been decided a 
considerable time previously. Indeed, in 1957, as the table overleaf shows 


SWEDISH EXPORTS 
(Kronor millions) 
Jan-April, Jan-April, Change 
1959 1960 in 9 


in % 

Iron ore. - a 213 311 +46 
Motor vehicles and parts “a r# 167 237 +42 
Iron and steel .. ‘i i 233 314 +35 
Machinery and instruments .. és 624 747 +20 
Ships... 4 a ‘ic dia 278 464 +67 
Pulp a + a 517 561 + 9 
fate and board a + ea 302 380 +26 
Timber . Pe re ia 193 180 - 7 
Chemical products ad of 91 116 +27 
Foodstuffs ‘a bi He od 128 123 - 4 
Other goods... ee ay aid 674 795 +18 
Total exports ss .. 3,420 4,228 +24 


(ower 8 ee 


there was no increase in industrial investment at all. The upsurge of 
investment in 1958 largely compensated the lagging export demand and 
thus mitigated the recession. In 1959 industrial investment increased by 
6 per cent, but the acceleration of spending by the public sector—as part 
of the policy of reflation—raised the total volume of investment, public 
and private, by 8 per cent, compared with 6 per cent in 1958. 

‘In response to these growing demands, Sweden’s industrial production, 
which had shown virtually no change for two years, began to rise rapidly 
during the second half of 1959. By then the export industries had disposed 
of the stocks accumulated during the recession: the rapidly rising demand 
from overseas customers must be satisfied wholly from current production. 
In the final quarter of 1959 the volume of production was 8 per cent higher 
than a year earlier. For the year as a whole the increase was 3.5: per cent, 
following a decline of 1 per cent in 1958. The expansion has continued 
this year; in the first quarter the increase on a year earlier was again 8 per 
cent. All industries have contributed to this increase except leather and 
shoes, but the rise in output has been most marked in the typical export 
industries, as, for example, timber (+14 per cent), pulp and paper (+15 
per cent) and iron ore (+15 per cent).. Production of motor vehicles was 
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probably about a third higher in the first quarter than a year earlier. 
The textile industry, which is working mainly for the home market, has 
also participated in the boom after showing a rather poor record through- 
out the 1950s. 

Expanding industrial production and the high level of building activity 
have been reflected in the labour market. Employment in industry increased 
by 5 per cent between February, 1959—when it was at its lowest—and 
February, 1960. Unemployment has been gradually reduced to its lowest 
level for the whole post-war period. (Although it rose considerably in 
the recession, it never presented any major problem: at the beginning of 
1959, when the number out of work reached its peak, it did not exceed 
75,000, or about 2 per cent of the total labour force.) ‘There is now a 
scarcity of labour in practically all branches of industry. According to an 
official estimate about 75,000 additional workers are needed; this shortfall 
cannot be entirely met in spite of increased immigration of labour, mostly 
from neighbouring countries. 

So far the upswing has had little effect on the general price level. Con- 
sumer prices remained unchanged from April, 1958, to August, 1959. 
Since then there has been an increase by 4 per cent, attributable mainly 
to the introduction of the turnover tax at the beginning of this year. Lower 


GROSS DOMESTIC INVESTMENT 





Million 
Percentage Change Kronor 

1956 1957 1958 1959 1959 

Industry + 2 nil +12 + 6 4,033 
Power plants, etc + 4 + 5 +17 +14 1,277 
Commerce +12 + 4 + 6 +26 569 
Agriculture .. - 3 - 1 - § + 3 1,077 
Housing - - me + 3 + 1 + 7 + 4 4,117 
Transport (excluding roads) + 6 + 4 +2 +9 3,848 
Roads ‘ - So + 6 + 9 + 5 +21 1,334 
Waterworks, sewerage : + § +15 + 3 +12 578 
Administration, social purposes + 1 + 7 + 4 +17 891 
Schools and churches ; - 2 + 9 + 7 + 4 703 
Military investments + 4 - 1 + 3 nil 1,601 
Total + 4 + 3 + 6 + 8 20,028 





import prices and the relative modesty of wage increases have contributed 
greatly to this stability. Last year the average hourly wages rose by 4.5 per 
cent, which was roughly equal to the increase in productivity. It seems 
unlikely that the same happy result can be achieved this year. In March, 
1960, a two-year argeement was reached for all members of the trade unions 
under which hourly rates are to be raised by 3.5 per cent in both 1960 and 
1961. In addition, employers have to pay pension premiums according to 
a new compulsory service pension scheme: in 1960 these premiums will be 
2 per cent and in 1961 23 per cent of total wages. In view of the present 
pressures on the labour market it seems probable that the actual rise in 
wages this year will exceed the rises embodied in the contractual rates. 
The overall increase in wages could easily be as much as 7-8 per cent— 
which would certainly be more than the rise in productivity. 
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The increased domestic demand has led to a rapid increase in imports. 
In 1959 imports expanded by 5 per cent in volume and 2 per cent in value. 
During the first four months of this year, however, the value of imports 
was 28 per cent higher than in the same period a year ago. The increase, 
admittedly, was exaggerated by two special factors—the introduction of the 
Brussels nomenclature for tariffs in 1959 and the depletion of stocks at the 
end of last year. Even so, it is clear that the balance of trade has deteriorated 


SWEDISH IMPORTS 
(Kronor millions) 
Jan-April Jan-April Change 
1959 1960 


in % 

Coal and coke .. ia ci ol 70 73 + 4 
Mineral oils__.... a wa a 488 597 +22 
Iron and steel .. ‘i i hy 214 401 +87 
Non-ferrous metals... si - 154 234 +52 
Motor vehicles and parts ba - 286 346 +21 
Machinery and instruments .. s 701 893 +27 
Aircraft and ships a a oa 59 40 — 32 
Chemical products... 3 re 287 376 +31 
Textile fibres .. én ea a 69 107 +55 
Textile products 4 ss re 318 417 +31 
Foodstuffs + we som 4 551 602 + 9 
Other goods... = ‘a ia 641 836 +30 
Total imports 3,837 4,921 +28 
Total exports 3,420 4,228 +24 
Trade balance — 417 — 693 +66 





considerably. The import surplus during January-April this year was 693 
million kronor, compared with 417 millions a year earlier. As a result of 
this widening of the trade gap the seasonal outflow of gold and foreign 
exchange has been much more marked this year than usual. The Riks- 
bank’s and the commercial banks’ holdings of gold and foreign exchange 
thus declined from a peak figure of 3,259 million kronor in November, 1959, 
to 2,635 millions in May, 1960, or by 19 per cent. 

Clearly, the main problem at the moment is to alleviate the growing 
strain on resources and thus avoid another wave of inflation. At present 
there is no “‘ spontaneous ” slackening of demand in sight: a recent inquiry 
revealed that industry is planning to invest this year 30 per cent more in 
building and plant and 17 per cent more in machinery than last year; 
housing construction is expected to approach a record level; consumption 
is steadily rising; at the same time labour shortage is putting a brake on. 
further increases in production and stimulating wage increases. Unfor-. 
tunately, the problem of restraining the boom is aggravated by the high 
liquidity emanating from large budget deficits. During the fiscal year 
1958-59 the overall deficit on operating and capital budgets was more than 
1,400 million kronor, or about 10 per cent of total Government expenditure. 
Most of this deficit had to be financed by borrowing from the Riksbank or. 
the commercial banks. The first official estimates for the fiscal year - 
1959-60 indicated an even bigger deficit—of about 2,800 million kronor, or - 
twice as much as in 1958-59—arising mainly from increased old-age : 
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pensions and higher outlay on roads, housing and defence. Attempts to limit 
the. deficit—most notably by introducing the 4 per cent tax on turnover in 
retail trade—have strengthened the budget and, despite the higher chil- 
dren’s allowances and the reductions in income tax for lower income 
brackets that were granted to soften the impact of the turnover tax, the 
total deficit in the 1959-60 budget will probably not now exceed 1,600 
million kronor. Even so, it will be higher than in. 1958-59. 


Tightening the Banks’ Liquidity 

The large budget deficit has led to a marked increase in liquidity in the 
money market. During 1959 the deposits of the commercial banks in- 
creased by no less than 3,000 million kronor, or by 20 per cent. In an 
attempt to prevent a further expansion of private credit at a time when 
Government borrowing was growing rapidly, monetary policy has been 
gradually tightened. In July, 1959, the Riksbank raised the “ liquidity 
quotas’, in force since 1952, requiring the commercial banks to hold a 
specified proportion of their liabilities in cash, short-term foreign assets, 
Government securities and mortgage bonds. For the largest banks the 
quota was raised from 33 per cent to 40 per cent. However, this measure 
merely adjusted the quotas to the actual liquidity of the banks, which had 
increased during the recession. During the latter part of 1959 the Riksbank 
‘ also issued warnings to the banks that further steps might be taken if bank 
credit continued to expand. These “further steps’ materialized in 
January, 1960, when the Bank rate was raised from 4} per cent to 5 per 
cent and the liquidity quotas further increased. The new quota for the 
largest banks was set at 45 per cent, though for the months March-May, 
when there is a seasonal strain on liquidity, it was reduced to 43 per cent. 

The banks have had some difficulty in fulfilling these higher quotas in 
the face of a continued strong demand for credit and a significant change 
in Government borrowing methods. To avoid a further expansion of 
bank deposits, the Government in recent months has tried to cover as 
much as possible of its deficit by borrowing on the market. To this end 
it issued, with a vigorous propaganda campaign, a 53 per cent long-term 
loan in March especially attractive to the general public. No less than 
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1,100 million kronor was subscribed, the biggest response ever recorded in 
Sweden. These heavy subscriptions by the public, together with the 
decline in the gold and foreign exchange reserves, led to a fall in bank 
deposits by 351 million kronor between end-December and May; in the 
same period last year deposits rose by 603 million kronor. Last month, the 
Treasury took a new step, this time trying to attract surplus funds from 
business firms by offering a 22 months’ bond at the surprisingly high 
interest rate of 5} per cent and 9-11 months’ Treasury bills at a yield of 
nearly 5 per cent. 

These drains on bank funds have coincided with a continued lively 
demand for credits from all sectors of the economy. In consequence of 
this demand the banks have been unable to avoid a gradual increase in 
their advances, which at the end of May were 12 per cent higher than a 


COMMERCIAL BANK DEPOSITS AND ASSETS 
(Kronor millions) 


Cash, 
Deposits Advances Government 
Securities 

December, 1955 12,609 10,530 3,916 

me 1956 13,090 10,638 4,083 

ma 1957 14,263 10,826 5,162 

ie 1958 15,987 11,692 6,007 

" 1959 a ty 18,950 13,125 7,405 

May, 1959 __.... ‘oi me 16,590 12,443 5,962 

ee = eee ae + 18,599 13,879 6,762 
Changes 

January-May, 1959 .. me -++- 603 +751 — 45 

a 1960 .. my — 351 -+-754 — 643 


year earlier. This expansion of bank credit has caused the Riksbank to 
issue increasingly ominous warnings to the banks. The Riksbank is 
obviously unwilling to renew the 1955-57 experiment of a formal credit 
ceiling and is, therefore, trying to establish an “informal” ceiling 
by persuasion. 

Other measures have also been taken to counteract the threatening over- 
employment. Most of the emergency work schemes introduced during 
the recession have been terminated. ‘The Government has ordered official 
building projects to be postponed, and permits for private building have 
been restricted. To encourage companies to postpone investment new 
rules have been introduced for the so-called investment funds. In Sweden, 
companies are entitled to set aside funds for future investment and deduct 
such funds from taxable income provided that the investment will be made 
at the time approved by the labour market authorities. During the 1958 
recession about 1,000 million kronor from these funds were utilized. The 
new rules grant an extra tax allowance for amounts paid into the Riksbank 
before November 1, 1960. 

It remains to be seen whether all these measures will be sufficient to 
maintain the right balance between total demand and available resources. 
At present there is a general feeling that something more may have to 
be done. 
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Ireland’s Evolving 


Central Bank 
—And a Problem for Ulster 


By NORMAN J. GIBSON 


N the last few years the Central Bank of Ireland has been gradually 
widening its powers over the banking system in the Republic of Ireland. 
There is strong evidence that this process is far from complete, and, as 
it extends, the problem posed by the fact that the Republic and Northern 
' Ireland largely share the same banking system and the same external 
reserves becomes increasingly significant. ‘The main aims of this article 
are to trace this recent evolution, to consider its likely course in future, 
and then to discuss how the problem might be solved by a reorganization 
of the commercial banking system. But first it is necessary briefly to 
describe the existing system, to show how it and the central bank have 
grown up, and how they are related to the London market. Except where 
the context indicates otherwise, the term “ Irish” is related both to the 
Republic of Ireland and Northern Ireland. 

In addition to the Central Bank, which has authority only in the Republic, 
Ireland has ten commercial banks.* Two of these, the National City 
Bank and the Royal Bank of Ireland, confine their activities to the Republic 
(except that the Royal Bank has a branch in England), while one, the 
Belfast Banking Company, operates solely in Northern Ireland. Of the 
seven banks that operate in both territories, two carry on business also in 
Britain, the National Bank extensively—it is a London clearing bank—and 
the Provincial Bank of Ireland at one branch in London. Altogether, the 
ten banks have some 800 branches in Ireland. 

British legislation and British banking practice in the nineteenth century 
played a major part in fashioning the Irish banking system. From its 
inception the system depended for its liquidity in the final resort on: access 
to the London capital and money markets; and this dependence was in 





* The Bank of Ireland and its subsidiaries, the National City Bank and Hibernian Bank; 
Belfast Banking Company (controlled by the Midland Bank), Munster and Leinster Bank, 
National Bank, Northern Bank, Provincial Bank of Ireland, Royal Bank of Ireland and 
Ulster Bank (controlled by Westminster Bank). 
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practice altered relatively little by the partition of Ireland in 1922. The 
Free State, of course, attained complete autonomy in its control of the 
monetary system, but Northern Ireland was given no authority to legislate 
on matters concerning the coinage, legal tender and negotiable instruments 
generally, other than to impose charges on negotiable instruments. In 
the Free State the main changes involved the control of the note issue 
about which more will be said shortly; the Central Bank was not formed 
until 1943 and it is only recently that the banks have come to look on it 
as an alternative source of liquidity. In Northern Ireland six banks still 
enjoy the right of note issue under the Bankers (Ireland) Act, 1845—their 
authorized circulations were reduced in 1928 by Act of the Imperial Parlia- 
ment—but these issues form only a small part of the total circulation, the 
greater part of which consists of Bank of England notes. 

As in Britain, the chief liabilities of the Irish banks are their deposits, 
both interest-earning and current account deposits. Most of the deposits 
are those of customers in Ireland, though the National Bank has a con- 
siderable volume of deposits in Britain. Among the assets, ‘‘ cash” mainly 
comprises holdings of Bank of England notes and British coin, Central 
Bank of Ireland notes and Irish coin, and balances with London agents, 
with the Bank of England and the Central Bank of Ireland. The other 
liquid assets include British ‘Treasury bills, Irish Exchequer bills, bills of 
exchange and some loans to the London discount market. Not all of the 
banks hold each of these items; some of them never hold Treasury bills 
and never have loans outstanding in the London market. The banks do 
not try to maintain any regular ratios, whether of cash or of total liquid 
assets to total deposits. Advances take the form of both loans and over- 
drafts and, except for the banks’ activities in Britain, mainly comprise the 
banks’ lendings to Irish customers. Investments are mostly securities of the 
British and Irish Governments or securities guaranteed by them. 

The assets.thus include both Irish and British securities and other claims. 
The latter are absolutely essential to the banking system as at present 
constituted. British or sterling assets are the primary source of the banks’ 
liquidity and also represent the first line external reserves of the economies 
of the Republic of Ireland and Northern Ireland. It will be seen, there- 
fore, that because the Republic and Northern Ireland have a largely integrated 
and overlapping banking system, they partly share common external reserves. 
In consequence, both countries ought to be seriously concerned about the 
economic and monetary policies pursued by each, and about the reper- 
cussions of these policies on the banks’ sterling holdings. 


From Currency Commission to Central Bank 


Upon its establishment the Irish Free State decided naturally enough to 
alter the existing monetary and banking arrangements to its own advantage 
so far as practicable. It substituted an Irish coinage for the British coinage, 
and under the Currency Act of 1927 established a Currency Commission 
to control the note issue and replace the large circulation of British currency 
notes and Bank of England notes. For fifteen years the Commission 
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‘served as the forerunner to the Central Bank, but its powers were too 
Closely circumscribed—first by legislation and then by tradition—to enable 
it to extend its functions beyond technical management of the note issue. 
It was a semi-public body, with its capital subscribed by the banks, which 
also elected three of its six governing commissioners. It issued two kinds 
of notes, legal tender notes and “ consolidated” notes, the latter being 
issued directly to the banks to replace their former note issues in the Irish 
Free State. The legal tender pound note was defined as equivalent to that 
of the pound sterling and legal tender notes were made redeemable at par 
in sterling at the Bank of England in London and might be redeemed at 
the option of the Commission in Dublin. In practice legal tender notes 
were issued to anyone in exchange for the equivalent amount of sterling. 
The receipts from their issue were held in what was called the legal tender 
note fund which constituted a 100 per cent external cover for the Irish pound. 

The form in which the assets of the legal tender note fund might be held 
was strictly defined, but in 1930 the Currency (Amendment) Act, in addition 
to allowing investment in longer-dated British Government securities, 
potentially went some way towards undermining the principle that in 
managing the fund the note issue should be covered 100 per cent by 
external assets. The Minister for Finance, on the unanimous request of 
the Currency Commission, was authorized to make an order adding any 
security, or class of securities, currency, balance or other assets to the 
form in which the Commission might hold the assets of the legal tender 
note fund. To become effective the order had to be approved by reso- 
lution of each House of the Oireachtas. These powers were never used 
under the Currency Commission but are highly relevant to the position 
to-day. 

In 1942 the Central Bank Act was passed. ‘This provided for the replace- 
ment of the Commission by the Central Bank of Ireland, which was given 
much greater powers and was charged with the responsibility of “ safe- 
guarding the integrity of the currency and ensuring that, in what pertains 
to the control of credit, the constant and predominant aim shall be the 
welfare of the people as a whole”. The State became the sole shareholder 
of the Central Bank by taking over the former holdings of the banks in the 
Currency Commission. From the outset, therefore, the Central Bank was 
a State institution, though the banks are represented on its governing 
board. ‘The Act abolished the consolidated note issue, so that now only 
Central Bank of Ireland notes may be issued in the Republic. Though 
the principle of 100 per cent external cover was retained as the basis for 
management of the issue, the provision for admission of other assets was 
made more flexible. 

Of at least equal significance, potentially, were the new provisions govern- 
ing the general fund—the fund into which all the income of the Central 
Bank, together with its receipts from the issue of coinage, is paid, and all 
its expenditure disbursed. With the resources of this fund the Central 
Bank is empowered to buy or sell coin, gold or silver bullion, foreign 
currency and both home and foreign Government securities; to grant loans 
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or make advances to banks and other credit institutions, and to rediscount 
Exchequer bills and first-class commercial bills. It may also hold in the 
general fund non-interest-earning deposits for the Government, for any 
public authority and for domestic or overseas banks. Finally, part of the 
general fund acts as a reserve for the legal tender note fund. By these 
provisions, it will be seen, the new bank was in effect empowered to perform 
the main functions of credit regulation generally associated with a central 
bank. 

Moreover, the bank was endowed with some weapons that not all central 
banks possess. It not only has the right to receive non-interest-bearing 
deposits from the commercial banks, but—subject to consent from the 
Minister for Finance—it can, if it regards the domestic assets of those 
banks as too small a proportion of their domestic liabilities, compel them 
to make such deposits with it. In doing so, it can even discriminate in the 
amount required from each bank. In addition, likewise subject to consent 
of the Finance Minister, it can require the banks to keep balances with it 
for the clearing of cheques and other items, both domestic and foreign. 
Not all of these provisions have yet been implemented; but it is clear that 
the powers and potential importance of the Central Bank are great. 


Money Rates and External Assets 


Since the partition of Ireland did not affect the dependence of the monetary 
system on the London market, it made little immediate difference to the 
operation of individual banks: an example is their credit policy, which 
basically remained unchanged. It had long been the banks’ practice to 
fix their lending and borrowing rates in relation to the Bank rate in London. 
This practice, formalized from 1920 onwards under the Irish Banks’ Stand- 
ing Committee, continued until early 1955. It resulted in the Irish banks 
having uniform rates that were altered with every alteration in Bank rate. 
The procedure was automatic and little if any attention seems to have 
been given to the question of pursuing independent policies, more suited 
perhaps to the needs of the Irish economy. 

Since 1955, however, conditions have changed considerably. After the 
increase in Bank rate from 34 to 44 per cent in February, 1955, the then 
Minister for Finance in the Republic informed the banks that the con- 
ditions underlying the increase in Bank rate in Britain did not apply in the 
Republic. The banks, according to the Minister, recognized this and 
agreed to make no change in their lending rates. Since that time rates in 
the Republic appear to have been determined by the joint decision of the 
Ministry for Finance, the Central Bank and the Irish Banks’ Standing 
Committee. The next two changes in the London Bank rate were not 
followed by any immediate change in rates in the Republic, but since 
September, 1957, rates have been altered shortly after every change in 
Bank rate. However, since 1955 the banks’ lending and borrowing rates 
in the Republic have tended to be lower in relation to Bank rate than 
previously and have generally been less than the ordinary loan and over- 
draft rate and deposit rates in Northern Ireland, where the old practice of 
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adjusting rates following every change in Bank rate has continued unin- 
terrupted. The margins between the ordinary overdraft rate and deposit 
rates have tended to be -wider in Northern Ireland than in the Republic. 
Thus the same banks in the majority of cases are pursuing discriminatory 
rate policies between the Republic and Northern Ireland. 

Though certain problems of interpretation arise, it would seem that the 
banks in the Republic have not only charged lower rates on their advances 
but have also tended to lend more freely than in Northern Ireland. As 
will be seen from the accompanying table, the banks’ advances and portfolios 
of non-Government bills have in recent years consistently represented a 


BANK LENDING AND NET EXTERNAL ASSETS* 
Net External Assets of Banks and 


Bills, Loans and Advances Central Bank 
Republic Northern Ireland Republic Northern Ireland 
End % Of % of % of Central % O 
of Notes & Notes & Banks Notes & Bank Banks Notes & 
Year {£m Deposits fm Deposits £m Deposits {£m {£m _ Deposits 
1938 lit. 51.3 43.1 5.1 45.8 61.1 51.3 10.6 27.2 49.6 
1951 .. 125.0 47.6 33. 0 40.0 109.6 41.8 67.0 76.4 57.7 
1952 .. 120.3 44.9 47.5 35.6 119.9 44.7 72.1 83.0 62.1 
1953... «124.4 43.6 47.3 34.4 a7. 46.7 FIs 86.3 62.7 
1954 .. 130.3 42.8 53.0 36.5 121.3 39.8 86.6 88.2 60.7 
1955 .. 148.8 51.1 58.4 41.4 85.7 29.4 80.2 79.6 56.5 
956 .. 999.3 52.2 2.7 was 88.4 30.1 77.3 84.6 58.6 
1957 .. 156.4 351.0 57.3 39.1 90.5 29.5 85.9 86.3 588 
1958 .. 160.8 49.8 64.6 42.5 104.9 32.5 87.3 83.6 55.0 
1959 178.1 53.7 71.9 45.6 3.5 #22 6.8 82.6 52.4 


* Date for the Republic are taken from the Reports and Quarterly Statistical Bulletins 
of the Central Bank, and for Northern Ireland for the years 1938 and 1951-58, except for 
the banks’ net external assets, from the Statistical Appendix, Volume 2 of the Memoranda 
of the Radcliffe Committee. The Northern Ireland figures do not cover the small-scale 
activities of the National Bank there and the net external asset figures are estimates, as are 
all the 1959 figures for Northern Ireland. ‘The dates refer to December 31 for the Republic 
and to mid-December for Northern Ireland. For these and other reasons the data are not 
strictly comparable. This is particularly true of net external assets, as is mentioned in the 
text. Bills are exclusive of Government bills. 


higher proportion of bank notes and deposits in the Republic than in 
Northern Ireland. It should also be said that in the Republic the banks 
hold considerable amounts of Government bills and other securities. 

It can only be surmised how far, if at all, the ability of the Central Bank 
to call for deposits from the commercial banks if their holdings of Irish 
assets were deemed inadequate, has been responsible for the large growth 
in their assets in the Republic in the post-war period. The Central Bank 
would almost certainly have been opposed to the invoking of any such 
arbitrary power. Whatever the causes, the post-war increase in the banks’ 
Irish assets has been accompanied in the Republic by a perceptible drop 
absolutely, and a very substantial drop proportionately, in their net sterling 
assets. The ratio of net external assets to bank notes plus deposits has 
dropped, it will be seen, from 41.8 per cent in 1951 to 31.2 per cent in 
1959. ‘The Central Bank and the Ministry for Finance believe that 30 per 
cent is about the “‘ minimum safe level”’. Granted this, together with the 
fact that the banks’ net external assets constitute the main first-line external 
reserves of the Republic, it is evident that, under the present institutional 
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arrangements, serious deficits in the balance of payments must be avoided. 

There are no official figures of the net external assets attributable to the 
banks’ activities in Northern Ireland. It is, however, possible to make 
estimates—as has been done in the table opposite. It must be empha- 
sized that the figures shown there for Northern Ireland are not directly 
comparable with those for the Republic, mainly because the former include 
‘cash ’”’ held in Northern Ireland whereas the latter exclude ‘‘ cash” held 
in the Republic. But even if “cash” in the Republic were included as 
part of the banks’ “ external”’ assets (there are some grounds for arguing 
that it should be, given the arrangements for the convertibility of the Irish 
pound into sterling), the conclusion would still emerge that the external 
position of the banks in relation to their activities in Northern Ireland is 
much stronger than it is in the Republic. It would seem, indeed, that 
Northern Ireland should be rather concerned about the de facto sharing of 
external assets with the Republic. For whatever weakens the external 
position of banks in the Republic weakens the total external position and 
so directly involves Northern Ireland. 

It will be seen from the table that the external assets of the Central Bank 
have greatly increased since 1938. The increase has been due mainly to 
the growth of the legal tender note issue and therefore largely represents a 
transfer of sterling from the banks to the Central Bank. Some {£77 millions 
of the £86.8 millions held in December, 1959, is immobilized in the legal 
tender note fund, leaving a meagre £10 millions in the multi-purpose general 
fund, which also holds some domestic assets. It will be remembered that 
one of the purposes of the general fund is to make available to the banks 
advances or rediscounts. ‘The stage has been reached at which these would 
be particularly necessary if the Republic was again to experience serious 
deficits in its balance of payments, necessitating large calls upon the banks’ 
external assets. 


Enhancing the Bank’s Influence 


The £10 millions of the general fund is, however, very small relative to 
the external deficits that have in fact been incurred by the Republic in the 
post-war years; in 1955, when the first calls on the fund were made, the 
deficit on current account exceeded £35 millions. In the preceding yeurs 
the Central Bank had pointed out again and again the serious consequences 
that would follow from persistent external deficits, but it took little positive 
action to rectify the situation. It has to be admitted, however, that up to 
that time no simple action was open to the Central Bank—given the “ inde- 
pendence ” of the banks in consequence of their large holdings of net 
external assets, and given, too, the apparent indifference of successive 
Governments to the dangers. The experience of 1955—and also of the 
succeeding year, when there was a deficit of £14 millions—has, however, 
made the banks as well as the Government more ready to heed the Central 
Bank. In the first of those years the financing of the deficit on the balance 
of payments involved a draft of no less than £35.6 millions on the banks’ 
external assets attributable to the Republic, reducing them to {85.7 millions; 
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hence, for the first time in their history, the banks had to call on the Central 
Bank for support via the general fund, by offering Exchequer bills for 
rediscount. (Unfortunately, since the balance sheet of the general fund is 
published only as at March 31 in each year, the amount of this aid was 
not disclosed.) 

Since the events of 1955 the Central Bank has come to occupy a more 
“important place in the Irish banking system. Its powers have been in- 
creased and it is now something more than just a bank of issue. In August, 
1956, it was authorized to add “‘ the currency and securities of the Federal 
Government of the United States’ to the assets that might be held in 
the legal tender note fund. By the end of the year the Central Bank was 
stated to be holding dollars or dollar securities to the equivalent of £2.6 
millions and now holds some {11 millions. In retrospect, it may be 
regretted from the point of view of the Republic that the decision to hold 
dollars was not made some years before the devaluation of sterling in 1949. 

Until recently all inter-bank indebtedness had always been settled through 
London by drafts on the banks’ London agents. Since November, 1958, 
however, the banks in the Republic have had to settle domestic clearances 
in Dublin by drafts on the Central Bank. The result has been to augment 
the resources available to the Bank’s general fund. In March, 1959, the 
banks held with the Central Bank clearing balances of {2.9 millions and 
‘ other balances of £339,000, mainly for the purpose of purchasing notes. 
This was the first time clearing balances had figured in the balance sheet 
of the general fund. 

In theory, the Central Bank in the interest of its monetary policy could, 
by sales or purchases of securities on the Dublin market, vary the amount 
either of external or domestic assets that it holds in the general fund. In 
practice there are serious difficulties in the way, not least the problem of 
pursuing open-market operations in a narrow capital market. Any attempt 
to unload even a million pounds worth of Government securities on the 
Dublin market would almost certainly disorganize it. Rediscounting opera- 
tions would appear to be the most usable and flexible weapon that the 


Central Bank has at present at its disposal. 


Retreat from 100 per cent Cover ? 


In 1957 the Republic joined the International Monetary Fund and the 
World Bank and in 1958 the International Finance Corporation. The 
legislation formalizing the Republic’s membership laid down that the 
Central Bank might advance to the Minister for Finance the sums required, 
including subscriptions, to honour commitments to these organizations. 
Subsequently, in May, 1959, the Minister for Finance issued an order 
permitting Irish Government securities to be held in the legal tender note 
fund against advances in connection with membership of the International 
Monetary Fund and the World Bank. Up to the present sterling to the 
amount of {1,337,000 has been transferred to the Minister for Finance 
from the legal tender note fund. This is the first intrusion since the com- 
mencement of the legal tender note issue in 1928, of domestic assets into 
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the note reserve. The rigorous 100 per cent external cover principle has 
been quietly superseded. 

Official publications of the Republic have suggested on a number of 
occasions in the last couple of years that it might be desirable to allow 
further additions to the note issue without requiring the transfer of addi- 
tional external reserves to the Central Bank. ‘The suggestion is that some 
time in the future further increases in the note issue might be backed by 
Irish Government securities. Under the present system, so long as the 
note issue is rising, there is an automatic drain of external assets from the 
banks to the Central Bank in exchange for notes; to this extent external 
assets are automatically immobilized in the legal tender note fund. The 
alternative suggestion would prevent such an automatic transfer and im- 
mobilization, and would leave the banks in a stronger position to give more 
liberal support to the capital development programme and to finance any 
balance of payments deficits that might arise directly 01 indirectly as a 
consequence of the increased expenditure. It is doubtful whether the 
Central Bank is as enthusiastic about this pioposal and its implications as 
is the Ministry for Finance. ‘The Central Bank places more emphasis on 
the need to maintain and even increase the total external reserves of the 
system. However, it has promised to consider the proposal if and when 
the circumstances warrant it. 


Political Complications 


If this suggestion for future increases in the note issue were to be adopted, 
there would seem to be a case for combining the legal tender note fund 
and the general fund. ‘The amalgamation of these funds and the free 
control of them by the Central Bank would augment the first-line external 
reserves of the Republic and also greatly strengthen the Central Bank’s 
ability to help the banks. But the Central Bank might resist these develop- 
ments, for the reasons just noted. If its funds were freely available and if 
the Bank had no longer the ability to take refuge behind legal obstacles, 
when its aid was sought, the Government might be much more insistent 
that the banks should support the capital development programme—with 
possible serious consequences for the balance of payments and, in the first 
instance, for the banks’ external reserves. 

From the point of view of efficient management of the monetary system, 
it could be argued that the proposal to permit a larger proportion of the 
total external reserves to accumulate in the banks by allowing increases in 
the note issue without further transfers of sterling to the Central Bank, is 
retrogressive. It would tend to freeze the amount of external assets avail- 
able to the Central Bank, would reverse, for a time at least, the growing 
dependence of the banks on the Central Bank, and would perpetuate the 
system whereby management of the external reserves is shared between 
Central Bank and commercial banks without the responsibility being placed 
fairly and squarely on either. It would seem to be a fair interpretation of 
the Central Bank’s overriding responsibility for the currency, etc, as quoted 
earlier from its establishing Act, that it should undertake the management 
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and control of the monetary system—and, perhaps, on a rigid interpretation, 
is obliged to do so. 

It must be admitted, however, that the implementation of this suggestion 
in the context of the Irish banking system raises serious, but not insuperable, 
difficulties. In principle, the Central Bank could take over the net external 
assets of the banks in the Republic, giving them in exchange deposits with 
itself, could then become their only source of liquidity, and manage the 
monetary system, as it saw fit, in the general public interest. But such a 
transformation, designed to give the Central Bank effective control over the 
system, would seem to require a complete separation of each bank’s activities 
within and outside the Republic. A bank that wished to continue to 
operate in Northern Ireland as well as in the Republic would in effect have 
to become two distinct institutions. Alternatively, a bank might decide to 
confine its activities to one area or the other. ‘This would probably be the 
more straightforward solution and if it were followed might lead to amal- 
gamation between some of the banks in order to become more viable units. 
The opportunity might also be taken to reduce some of the unnecessary 
duplication of branches that is so common in many of the small towns. 
The net outcome might be smaller and more efficient banking systems in 
the Republic and Northern Ireland. There is little doubt that either of 
these solutions would be unpopular with the banks, too radical for a some- 
what conservative Central Bank, and perhaps politically unacceptable to the 
Republic, which might feel that an effective separation of the banking 
system into two parts would be another factor tending to perpetuate 
‘* Partition ’”’. On the other hand, for this very reason, it might be politically 
acceptable to Northern Ireland. 


Changing Relationships—and Unchanging 


There are, of course, other answers to the two basic problems that this 
survey has disclosed—the problem, on the one hand, of how the monetary 
and banking system in the Republic should be managed, and, on the other 
hand, the problem of sharing a common banking system with Northern 
Ireland. In the Republic, as has been shown, the banking relationships 
have been changing significantly in recent years, with the increase in the 
powers and responsibilities of the Central Bank. And it looks as if it will 
not be too long before these are again altered. In Northern Ireland, by 
contrast, there has been no significant change in the banking structure for 
many years. The old rule-of-thumb method, which has been in vogue 
for so long, for determining interest rates in relation to the London Bank 
rate is still practised with virtually no change and, it would seem, with little 
attention to local economic needs. Neither the Northern Ireland Govern- 
ment nor the United Kingdom Government, which is probably the agent 
responsible, appears to have shown any awareness of the problems arising 
from, and the possible consequences for Northern Ireland of, its sharing 
with the Republic a largely common banking system and common external 
reserves. ‘che Republic has recently shown itself to be much more aware 
of the issues at stake. 
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As 1 See it... 


By SIR OSCAR HOBSON 

















1955 Over Again ? 


N the eve of the Bank rate change I was doing what doubtless 

every other observer of the economic scene was doing—namely, 

trying to make up my mind precisely where we stood. My 

conclusions about the current underlying condition of the 
economy have not been altered by the measures taken at the end of 
last month. Nor have the measures given any conclusive answers to the 
many questions about the immediate future that sprang to mind before- 
hand. Are we rapidly approaching the crest of another wave with an 
inevitable descent into another trough to follow? Or are we in a situation 
in which, with the right blend of restraining monetary measures, we can 
look forward to a controlled further upward advance extending over perhaps 
a couple of years more, before any measurable setback occurs ? Admittedly, 
the new measures, embracing as they do both the second (but to my mind 
no sweeter) bite at the special deposits cherry and the raising of Bank rate, 
make it quite clear what view the authorities take on the likelihood of the 
recession in the domestic appliances trade touching off a collapse of the 
whole industrial boom. However, the Chancellor’s remark that we must 
get used to “ fairly frequent changes in Bank rate ”’, uttered as it was soon 
after the recent change, strongly suggests that the authorities will lose no 
time in beating a retreat if they find that they have misjudged the situation. 

It seemed to me that one might perhaps get some help in assessing the 
present situation by comparing and contrasting it with that prevailing five 
years ago in the summer of 1955, when we experienced the culmination of 
the last straight industrial boom. 

Setting the two situations side by side it is, of course, at once clear that 
though inflationary pressure characterizes both, the degree of pressure now 
affecting us is materially less than in the middle of 1955. That, admittedly, 
gives no cause for anything approaching elation, for we have had plenty of 
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experience of how quickly pressure can build up, particularly in its most 
unpleasant manifestation—a run on sterling. However, in May and June 
of 1955 the unemployment percentage at 1.0 per cent was already approach- 
ing the bedrock figure of 0.9 per cent which it reached a month or two 
later, whereas the 1960 latest (June) percentage figure is still 1.4—which 
in the whole of 1955 was registered only in the month of January, when 
unemployment was at its seasonal peak. So far, therefore, though we are 
already in the danger zone of over-full employment (which can now be 
regarded, in contrast to the Beveridge figure of 3 per cent, as beginning at 
2 per cent) we are not yet in the zone of imminent peril. 

Perhaps, indeed, we are just a little bit further from imminent danger 
than the unemployment figures taken by themselves would suggest. It 
appears, at any rate, that the “ working” population (including unem- 
ployed and HM Forces) has not risen since the spring of 1955 by quite 
the same percentage (say 2}) as that by which the total population has 
increased. ‘This should mean that if there were the same pressure (or 
inducement) as in 1955 on persons capable of entering paid employment 
but not now included in the “ working ”’ population to take paid jobs there 
could be a small but appreciable addition (possibly of the order of 100,000) 
to the number actually in employment. 


Up to the Mark 


Meanwhile our external position is somewhat—though not decisively— 
stronger than it was at this time in 1955. The gold reserve at end of May 
last was {£1,021 millions compared with £959 millions at the end of May, 
1955, i.e. is about 6 per cent higher, while if account were taken of such 
second-line reserves as available drawing rights at the International Monetary 
Fund, the improvement would be a little larger still. The tale of the 
foreign exchanges is much the same. As I write the quotation for the dollar- 
sterling rate is 4 cent over the official parity of $2.80, whereas at the same 
time in 1955 it was already a cent below and destined in the ensuing month 
or so to sink to the region of the lower “ gold’ point, $2.78. Doubtless, 
the high level of interest rates in Germany engineered by the monetary 
authorities in a characteristically determined effort to resist the growth of 
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inflationary pressure, has had the effect of drawing mobile funds from 
London and New York—though on the other hand the quick reversal of 
the sharp up-twist of rates in America has relaxed the westward pull on 
London funds. The strength of the monetary tide now flowing towards 
Germany has, incidentally, revived the rumours, rife in the summer of 
1957, that the Deutsche Mark is destined for early up-valuation. The 
rumours are, I imagine, as devoid of foundation now as they proved to be 
then; and I would add that inasmuch as the Bundesbank has prohibited 
the payment of interest by German banks on foreign deposits or the sale 
of short-term securities to non-residents, the suggestion which has been 
heard in some quarters (as it was in 1957) that Germany is not playing the 
international monetary ‘‘ game”’ is, in my view, likewise devoid of sub- 
stance. Some City folk are too ready to look for the motes in the eyes of 
other countries. 

But to pursue a little further the comparison between 1960 and 1955, 
the most publicized economic development in the intervening years is, of 
course, the improvement in the general standard of living of the people. 
In the nature of things this is not exactly measurable. The rise in the 
index of industrial production over the five years is around 13 per cent 
which, making allowance for the 2} per cent increase in the population, 
indicates an increase in production per head of the population of between 
10 and 11 per cent. The figures of consumption (at constant prices) give 
much the same result—an increase of 13 per cent gross and of between 
10 and 11 per cent per head of population. Money wage rates are up by 
23 per cent but retail prices have risen by 134 per cent, so that the improve- 
ment in real wage rates comes out at the rather lower figure of 9 per cent. 
This, however, makes no allowance for reductions in taxation since 1955 or 
for the probability that average weekly earnings have increased in slightly 
greater ratio than weekly rates. 


Lagging behind the *Twenties 


It seems pretty safe, therefore, to say that in the past five years the dis- 
posable real income of wage earners has risen by a full 10 per cent. Whether 
it is fair to say that the standard of living has improved by a tenth during 
the period poses an interesting problem in semantics. On the principle of 
diminishing returns, an increase in real income of 10 per cent would bring 
an increase in satisfaction to the earner of something less than 10 per cent. 
But is it not possible that this particular 10 per cent increase in the spend- 
able income of the average working man is rather a “ special situation ” in 
that it has opened up for him for the first time the new fields of pleasure 
and of relief from toil which bear the unromantic label of ‘‘ consumer 
durables’? Is it not possible that, with their basic wants already pretty 
well satisfied, the new ability (with the help of HP, of course) to buy tele- 
vision sets, vacuum cleaners, washing machines, motor cycles and even 
motor cars, has brought to many working-class families an increase in 
satisfaction, actually more than proportionate to the increase in their real 
net income ? If it were not so it would be a little difficult to understand 
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why so much has been made of this rather modest increase of a little under 
2 per cent per annum in working-class purchasing power. 

It is, after all, as the latest World Economic Survey of the United Nations 
tells us only in the past year that the rate of growth of British industrial 
production has made a decent showing against that of other comparable 
countries. In the nine years 1950-58 we were at the bottom of the ranking 
list with an annual increase of only 2.2 per cent compared with—I spare 
my readers the mouth-watering figures of Germany and Japan—4.3 per 
cent for France, 4.5 per cent for the Netherlands, 5.5 per cent for Italy, 
and 3.3 per cent for the United States. And—most unkindest cut of all 
—the UN statisticians go on to point out that this 2.2 per cent recent rate 
of growth was well behind the comparable figure for the greater part of the 
despised ’twenties (1923-29) which was 2.9 per cent, i.e. one-third more 
than in the period covering all but the last year of the ’fifties. 

Statistically, at any rate, the recent improvement in the standard of 
living is not all that much to write home about; as Mr Colin Clark has 
pointed out, it is a long way below the rate which would be needed to fulfil 
Mr R. A. Butler’s ambition of a “‘ doubling of the standard of living in 
twenty-five years”’. However, whatever its measure, statistical or psycho- 
logical, the rise in the standard of living has very little relevance to the 
practical problem of the moment—how to preserve the balance of demand 
- and supply in the economy. ‘The first, experimental, “ special deposits ” 
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levy on the banks was duly completed last month. It is too early to assess 
its consequences, but what does stand out is that it was accompanied by a 
notable further rise in the yield of long-term Government stocks. Even 
before the increase in Bank rate the yield on “‘ undateds ” had in fact risen 
since the beginning of May from 54 to 5? per cent. 

The second of the April measures, the reimposition of HP controls has, 
on the face of it, had more striking results. It has been followed by a 
sharp falling off of demand for many appliances of the consumer durable 
type—of which, however, there were already clear signs before the restric- 
tions were announced. This falling-off was spotlighted in the middle of 
last month by the sudden announcement by Hoovers that they were laying 
off 800 workers, i.e. about a tenth of their total labour force. 

The news badly frightened the stock markets. But how significant is it 
in the context of global demand? ‘There cannot, of course, be any cer- 
tainty on the matter. One can imagine it to be possible that the ripples 
eddying outwards from this pebble cast into the pond could have serious 
repercussions on a substantial group of light engineering industries and 
could spread from them to embrace a major part of all industry. 

Personally, I feel considerable doubts on the matter. I would think it 
more likely that the ripples caused by the HP stone will not swell into 
sizeable waves but will remain just ripples and will presently die out. 
Undoubtedly the consumer durable boom had got a little out of hand in 
some directions at least and needed to be restrained. To my mind it 
would be preferable to maintain moderate controls on HP transactions 
permanently, as a measure of social order and as a guid pro quo for the 
legislative protection that hirers now enjoy, rather than to use such controls 
as main stabilizers of the economy. I think that the “ appliance ”’ industries 
have a legitimate grievance against being cast in the réle of built-in economic 
buffers required to absorb the thousand natural shocks that a modern 
industrial community is heir to. 

However, I would think that our economy is probably robust enough to 
stand this particular shock without great damage. ‘The pattern of con- 
sumer demand will need some reshaping, but there is no compelling reason 
to look for any significant reduction in the total of such demand, though 
indeed a modest reduction yielding a corresponding increase in saving 
would do no harm. The pressure of demand on the capital industries is 
visibly swelling. ‘The Chancellor of the Exchequer has spoken of “‘ pressure 
for an upward trend” of investment in the public sector and has said, 
significantly, that “‘in regard to the level of interest rates, we do well to 
bear in mind that the demand for capital is likely to be a great deal greater 
than the available supply over the years ahead ”’. 

The overseas trade return for May revealed the disquieting “ gap” of 
£61 millions between exports and imports (equivalent to £81 millions on 
a seasonally-adjusted basis) compared with the 1959 monthly average of 
£44 millions. Particularly disturbing was the failure of exports (even 
though the figure for the month was a record) to achieve the expected rate 
of expansion. Whether this was due to competition of the home market 
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or to competition of other exporting countries is not very material, though 
it does need to be emphasized that the effect on export prices of demands 
for higher wages and lower hours (which the fact that the country has never 
had it so good has done nothing to abate) is likely to be considerable. 

All such things considered I certainly would not like to say that by 
June 23 the need for further measures of monetary control had passed. 
I side with the London and Cambridge Economic Bulletin in thinking it 
very doubtful whether the monetary measures taken between January and 
May were “sufficient to eliminate the likelihood of inflationary develop- 
ments in the latter part of the year ”’. 

If action was necessary there was, as always, everything to be said for 
taking it promptly and not beating about the bush. Early last month the 
City editor of The Times acquitted the authorities of repeating the grave 
error they committed in 1955 in holding back restrictions too long. I would 
hesitate to endorse that verdict. I think that they should not have waited 
until January to raise the Bank rate but should have done so, instead of 
issuing warnings, in October or November, 1959. I would think that the 
temptation to wait too long must be ever present under the existing monetary 
oligarchy and that it will not easily be overcome. For that reason I am 
relieved to hear the news of their latest moves. 


An Artist's Sketchbook: No. 75 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial Bank, 


Wood Street 


URING the last few months the completion of many large office 
[bic in the area around Cheapside has transformed the character 
of this part of the City. Nearly all the weed-covered bombed sites 
have given place to towering structures of concrete and glass, many of 
which contain the offices of various banks. Unhappily, some of these 
buildings cannot seriously be considered as architecture at all. In one or 
two, moreover, the banks—which until recently have displayed an extreme 
conservatism in their architecture—seem to have been determined to be 
up to date at any price and to have given the architect a perfectly free hand 
in his design, resulting in some strange aberrations surely destined to 
become quickly out-moded. 
One of the more thoughtful elevations in the contemporary vein is the 
subject of this month’s drawing—the branch of the National Provincial 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


Bank in Wood Street. Curiously enough, while the design is simple in 
the extreme, the rows of windows and the slightly projecting upper storeys 
combine to give a resemblance to the old timbered houses of Germany or 
those northern parts of England where old weavers’ houses remain intact. 
The general appearance is dignified and restrained, an effect that owes 
much to the use of grey-green panels to separate the rows of windows. 
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New Light on the 
Bill Market 


HE phase of recuperation in the discount market after the buffet- 
ings of 1955-57, and then of renewed expansion, has been brought 
abruptly to an end by the switching of official monetary policy 
from reflation to restraint in these past few months. The dis- 
count houses are always among the first of the City’s institutions to feel 
the effects of a change in the economic climate, and this year they have 
begun to take the strain again, as short money rates have turned upwards 
and gilt-edged prices have plunged to successive low points almost reaching 
to the depths of 1957. Chill winds had been blowing around the discount 
houses for some months before the midsummer rise in Bank rate to 6 per 
cent gave a further and more severe shock. 

The period since the last of these annual surveys of the market has 
been notable in Lombard Street not only, however, for this important 
change in current trading conditions: it has also been marked by several 
happenings of longer-run significance. The Radcliffe enquiry has set at 
rest some recurrent doubts about the future of the market, has disclosed 
to the general public some hitherto little known facts about its methods of 
working, and has provided the first comprehensive official statistics of its 
operations and of its relationship to other parts of the banking structure. 
There have also been notable changes in the membership of the discount 
market proper. ‘Two medium-sized houses have merged, and by so doing 
have displaced Alexanders from its traditional position among the “ Big 
Three ’’—in the very year in which it celebrates its 150th anniversary. 
One of the small “‘ outside” houses has grown up and been admitted to 
membership of the charmed circle—and for the first time it is possible to 
present balance-sheet figures for all twelve of its members. For that 
reason, and thanks to the Radcliffe figures, this article can be better docu- 
mented than its predecessors. 

There can be no doubt that this time the market was much better poised 
to meet the onset of strain than it was on either of the previous occasions. 
In 1957 a number of houses had not had enough time to recover from the 
severe stresses of 1955; and in that year the market had been especially 
hard hit because it was then facing for the first time the impact of sharply 
rising money rates upon its enlarged bond business. This time it had 
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profited in some degree from the lessons of previous experience, and it 
also has the advantage that its bond portfolios now all comprise relatively 
high-couponed stocks, whereas the bonds on hand at end-1954 had coupon 
rates that were fast and far overtaken by market borrowing costs. But in 
deciding how far to prepare themselves for the strains that were to come, 
a number of houses were again led astray by the vagaries of official tactics 
—though by no means so seriously as in the summer and autumn of 1954, 
when the seeds of the heavy losses were sown. 

The salient consideration now, when gauging how the market has fared 
up to the latest rise in Bank rate and how it may take that new strain, is the 
strength of the position built up in the prosperous years 1958 and 1959. 
The first of these was, of course, a year of easy profits wherewith to 
replenish the shrunken reserves, as Bank rate came steadily down from 
7 to 4 per cent and gave the discount houses the automatic profit attri- 
butable to the lag of earnings yields behind the rates they pay on borrowed 
money. In the calendar year 1959 there was no further gain of this kind, 
since Bank rate remained unchanged throughout at the 4 per cent reached 
by the previous November; but it was still a year of excellent profits, 
generally surpassing the peaks of the previous year. 


From Prosperity to Strain 


Early in 1959, as last year’s article recounted, the market had been dis- 
appointed in its hopes that Bank rate would come down to 34 per cent, 
but it was not until after the middle of the year that these hopes were 
abandoned—indeed, they seem to have flickered briefly into life again in. 
the mood of general optimism, extending even to the gilt-edged market, 
that followed the General Election. These shifts of attitude were clearly 
reflected in market tactics, and in the fluctuations in bill rates. From the 
nadir of 3 per cent momentarily touched in February, 1959, the discount 
market’s tender rate for Treasury bills had risen to just over 344 per cent 
by mid-June and moved up a little further in August; it slipped back after 
the election, to reach a low point of 33 per cent on November 6. There- 
after it rose steadily, as fears of a renewed increase in Bank rate took hold; 
and in mid-January the last tender of the 4 per cent phase was made at 
just over 34% per cent. 

In spite of this strong anticipatory movement, the rise in Bank rate to 
5 per cent on January 21 was followed forthwith by a further increase of 
almost #? per cent in the Treasury bill tender rate. ‘Two further upward 
steps, one in March and one after the budget warning of new credit 
restraints, carried the rate up to 4% per cent, at which it stood when the 
market came under the uncertain influence of the new system of direct 
control over bank liquidity by “special deposits”’. For reasons to be 
explained later, the announcement of the Bank of England’s first call on 
the banks for special deposits was followed by another small rise in the 
bill rate, to 444 per cent on May 6, but then resulted in a rather sharp 
reaction, to 4% per cent—a level that was held until a few weeks ago, when 
the fears of a 6 per cent Bank rate reversed that movement. ‘Then, after 
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the fears materialized on June 23, the tender rate actually jumped by a 
full 1 per cent, to nearly 5} per cent, its highest since the end of the 7 per 
cent Bank rate in March, 1958. 

Throughout this period the gilt-edged market has, of course, been sub- 
jected to other pressures besides the rising trend of short money rates. 
A dominant influence ever since the autumn of 1958 has been the unpre- 
cedented weight of selling from the banks, but until the end of 1959 the 
‘‘ departments ”’ were absorbing any excess of stock on terms that involved 
only a moderate net fall in prices of the short bonds that are of concern 
to the discount market. The decline went a little further after the increase 
in Bank rate to 5 per cent and then gathered pace after the dramatic revision 
of official support tactics on February 24. By the eve of the latest measures 
prices were effectively at their lowest since the period of the 7 per cent Bank 
rate in 1957-58, with the shortest of the bonds now available to the dis- 
count market showing a depreciation of over 2 per cent since end-1959 


TABLE I 


MONEY AND BILL RATES, 1958-60 
June 20, Nov 20, Junei19, Jan 22, May 6, June 24, 


1958 1958 1959 1960 1960 1960 
¥A y A yA y 4 yA y 4 
Bank Rate Ye - 5 4 4 5 5 6 


Discount Rates: 
Bank Bills,3 Mths... 424% 3-3% 38-338 48448 42-44 5 #-5i 
ye »4 » - 44% 34-3} 338-348 48%-4#% 443-43 3 4§-S$ 


9° ] 6 bP » © 
Trade Bills, 3 Mths 5-53 4} -5 4} —5 51 6 51 6 64 -7 


- ae 5 -52 44 -5 44-5 5} -6 54 -6 64 -7 
” 9 6 ” 53-6 44 —54 4} —54 3} —64 54 —63 63 “TE 
Treasury Bills: 
Allotment Rate .. 85/9.6d 68/4.7d 69/0.4d 91/1.19d 93/4.7d 113/7.40d 
Clearing Banks’ Short 
Money Minimum .. 3} 23 2% 3% 33 4% 
Floating Money (max) 4 3} 3} 4} 44 5} 


Clearing Banks’ Deposit 


Rate.. 2 2 3 3 4 


and of 23 per cent from its peak reached early in that year. At the other 
extreme, the longest bond generally held—the nearly-four-year 4} per cent 
Conversion stock—has fallen by 3} per cent and 3} per cent over the 
two periods respectively. Immediately after the rise to 6 per cent and the 
announcement of the second call for special deposits, this stock dropped 
further by almost 2 per cent, as Table II shows. 

From this sketch of the trend of monetary conditions it can be seen that 
up to the end of 1959 the market was enjoying steady and good, if unspec- 
tacular, profits from its Treasury bill business, and excellent running 
margins from its bond holdings, without having had to face any con- 
siderable capital depreciation. ‘The average cost of its borrowed money 
had, admittedly, tended to rise relative to the level of Bank rate, as the 
market then felt for the first full year the effects of the changes in clearing 
banks’ lending policy made in the summer and autumn of 1958 (these 
changes, as recorded in our survey last year, established the banks’ rate 
for “‘ basic’ money at 12 per cent below Bank rate instead of 1? per cent 
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below, and their “ target’ average return from short money as a whole at 
14 per cent below—whereas some years previously the margin had been 
14 per cent). In practice, moreover, in spite of a decline in the frequency 
of the market’s need to seek last-resort loans from the Bank of England at 
Bank rate, taut conditions in the short loan market repeatedly produced 
relatively high rates for night money. Average money costs during the 
year were generally estimated at 3 to 34 per cent, rising to 3} per cent 
towards the end of the period. At times, therefore, the margin between 
money costs and bill yields narrowed almost to } per cent, though it was 
generally perceptibly better than that. On the other hand, the gross 
margin shown by redemption yields on bonds, even on bonds bought at 
the highest 1959 prices, ranged from just under 1 per cent to 1} per cent 
—and some houses had considerable lines of bonds acquired a good deal 
more advantageously, during the rebuilding phase in 1958. 

Upon the increase in Bank rate to 5 per cent the market of course 
suffered the usual loss on running the bills then held in portfolio, but the 
profit margin on new bill business widened slightly—in spite of the decision 
of the clearing banks to drop the setting of a target average rate for their 
money, and thus to confine their agreement and announcement to the 
(minimum) rate for basic money, then fixed at 33 per cent. This decision 
consolidated the practice that had been growing up for some time, whereby 
the clearing banks reckoned to make the best rate they could on their 
floating money, charging on this much the same rates as outside lenders, 
even though this pulled their average above the level previously regarded 
as the “‘target’’. Under this system the market’s average costs were at 
first around 4} per cent, but they later generally rose to around 4} per 
cent as a result of the more stringent conditions enforced by the authorities 
after the announcement of the first call for special deposits—costs that 
came uncomfortably close to the redemption yields on any bonds bought 
near the top last year. In those conditions most houses were doubtless 
earning moderate profits from current trading, but profits much 
below those of 1959—and by no means sufficient to cover the capital depre- 
ciation on their bonds. The fall in the gilt-edged market has thus caused 
some decline in the true capital resources of the discount houses from the 
peak figures reached at about end-1959. These resources had climbed 
from perhaps £55 millions twelve months ago to about £60 millions six 
months ago; just before the rise in Bank rate to 6 per cent, they were esti- 
mated at rather under £55 millions. 

The strain on capital resources was intensified by the size of the bond 
books with which the market faced the period of sharp declines in gilt- 
edged; and for this a rather peculiar circumstance was responsible. In 
our article last year we estimated the market’s aggregate bond holdings at 
rather over £350 millions; from Table III, giving a selection of the figures 
disclosed to the Radcliffe Committee, it will be seen that at end-1958 the 
total bond portfolio had stood at £321 millions. Hence it is clear that during 
the phase in which there were still hopes of a fall in Bank rate to 34 per 
cent, some houses at least were building up their holdings. When these 
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hopes faded this process was gradually reversed, so that the market was 
better placed for a period of rising bond yields. But then, when the rise 
began, it followed a false pointer to the further trend. 

The monetary authorities had rightly foreseen that the rise in Bank rate 
to 5 per cent would bring in buyers for short bonds; but extraneous 
influences had led them to delay the creation of additional short bonds to 
feed their “ departmental ” supply currently on tap. The expected demand 


TABLE II 

MONEY MARKET SHORT BONDS, 1958-60 
Net Prices 
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1958 "i 1959 »% 1960--—-—_—_-— 
End High Low End High Low June 28 
Exchequer 2% 1960 98% £99/15/10} 9834 £99/15/103 — woe _ 
Dec 31 Jan 6 
Exchequer 3% 1960 99% 100% 99% £99/17/10 — — _ 
Feb 16 July 27 
Funding 24% 1956-61.. 963% 98 43 96 4 98 45 98 #8 97 98 4 
Dec 31 Jan 6 Fune 20 Mar 4 
Conversion 44% 1962.. 1002 if 00 1003 00% i978 978 
Feb 18 Sept 4 Jan 4 June 28 
Exchequer 3% 1962-63 944% 96 43 9445 95 96 & 92% 92% 
Now 9 Jani Fan 5 June 28 
Conversion 44% 1963.. 101%; 1013 100% 101% 1015 962 968 
Feb 16 Sept 4 Jan 4 Fune 28 
Exchequer 24 % 1963-64 91:4 93 914% 92 #2 93 + 5 893 
Jan 19 Fant Jan 5 June 28 
Conversion 44% 1964... 99%) 100% 99 993 9945 4} 94} 
: Apr 9 Dee 30 Fan I Fune 28 


Gross Redemption Yields 











1958 ‘a 1959 » "i 1960—____“. 
End Low High End Low High June 28 
% Yo Yo V/A Yo Yo Yo 
Le@ fad 446 6484 21d 2eh64 £4 @ 
Exchequer 
2% 1960 388 32 2H 5 48 4 $38 9 = — — 
Feb 9 July 28 
Exchequer 
3% 1960 31210 21611 43 4 312 7 ~- — — 
; Feb 16 Fuly 27 
Funding 
24% 1956-61 4 12 311 8 45 9 313 5 313 1 5 O11 5 O11 
; Feb 9 Sept 4 Jan 4 June 28 
Conversion 
44% 1962 43 9 319 9 48 9 42 3 44111 604160 «1 
Nov 12 Sept 3 Jan 4 Fune 28 
Exchequer 
3% 1962-63 4 710 40 0 4 710 4 5 6 4 4 2 51211 #=5 12 11 
: Feb 18 Jan i Fan § Fune 28 
Conversion 
432% 1963 ‘oo tft €@9 94 @€22@22 6 64860 4 49 3 237 4: 2a: @ 
Now 12 Sept 4 Jan 4 Fune 28 
Exchequer 
24% 1963-644 4 6 9 318 9 47 6 4 510 45 3 5 8 6 5 8 6 
; Jan 19 Oct 7 Jan 5 June 28 
Conversion 
44% 1964 49 9 6 @ @ -4€43 4 6293 46 €@6972 5 & 87 68 7 
Apr 9 Dec 30 Jan I June 28 


Trend of Net Prices, 1959-60 
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Funding 23% 1956-61 973% 9833 98} 983 8H 98H 8, 
Conversion 44% 1962 .. 100% 100% 100% 99% 994 994 97H 
Exchequer 3% 1962-63 .. 95% 9515 954% 948% 944 942% 927 
Conversion 44% 1963 .. 101% 101% 100% 994 993 993 96 # 
Exchequer 2} / 1963-64.. 923 924% 92% 92% 92 914, 89% 
Conversion 44% 1964 .. 100% 993 99% 8% 973 97%, 943 








for the bond in question—the 44 per cent Conversion, 1964—duly material- 
ized immediately after the Bank rate news, impinging on an inadequate 
supply and speedily causing the tap to run dry. But still the authorities 
delayed, for two full working days (and an intervening week-end), during 
which the price was run up still further on a market bare of stock; they 
then brought out the new tranche of the 44 per cent stock in conformity 
with this inflated level, at 99}, to the great bewilderment of the City. On 
this basis the yield was appropriate rather to a Bank rate of 44 per cent 
than 5 per cent, providing a conflict of pointers that led the discount houses 
eventually to conclude that the authorities expected the higher rate to be 
only short-lived. On this sadly misplaced hypothesis it seemed right to 
venture anew into bonds, which a number of houses certainly did—only to 
be the more rudely awakened by the violent lowering of the bond market 
support prices on February 24. After this salutary experience some of the 
smaller houses sought the best opportunities to cut their losses and lighten 
the bond load; but no such way out was open to the big houses, which 
find it virtually impossible to reduce their bond holdings in difficult markets. 
On the contrary, those that try to take a full responsibility as jobbers then 
find themselves required to operate in the opposite direction. ‘The upshot 
of this peculiar phase is that the market’s total bond holding at mid-June, 
though considerably below the highest point of the year, was probably 
still in the region of some £375 millions. 

The trend of bill portfolios is more difficult to estimate, since they are 
subject not only to large seasonal variations but also to substantial and 
often not readily predictable fluctuations from week to week, partly in 
response to changes in “‘ outside ” demand and partly because the clearing 
banks are liable at times to vary the disposition of their money market 
assets as between call money and bills. For these reasons, it has always 
been apparent that an aggregation of the bill holdings of the several dis- 
count houses at their widely varying balance-sheet dates was no reliable 
guide to the aggregate portfolio actually held on any given date—and, in 
particular, was bound, if only for seasonal reasons, to be largely in excess 
of the actual mid-year total. Only relatively recently, however, has it been 
realized how large a distortion could occur in conclusions drawn mainly 
from the balance-sheet figures, notably because of the effects on these of 
window dressing, by banks and other holders of bills as well as by market 
houses themselves. 

A clue to the extent of this distortion was given at the end of 1958, when 
the clearing banks first began to show separately the amount of their call 
loans to the money market; and, by working on these figures, last year’s 
article in this series estimated the market’s aggregate bill portfolio at mid- 
July, 1959, at £500 millions or less, whereas the aggregate shown by the 
1958-59 balance sheets of the eleven public companies was {785 millions. 
This year, as will be seen from Table IV, the aggregate for that year has 
been revised to £844 millions, since figures for the Clive Discount Com- 
pany and Gerrard & Reid have since become available. ‘The corresponding 
aggregate for the twelve companies at their balance-sheet dates in 1959-60 
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was £949 millions, or more than £100 millions bigger than the aggregate 
for 1958-59. It will be surprising, however, if the actual portfolio at mid- 
1960 shows as big an increase as that on the actual portfolio as estimated 
at mid-July last year. 

The data made available to the Radcliffe Committee have shown, indeed, 
that the market’s portfolios have at most times been a good deal smaller 
than had formerly been supposed. The figures given in Table III 
below have been abstracted from the Radcliffe evidence (which showed 
market assets quarterly for 1951-56, monthly for 1957 and 1958*), and if 
these figures are compared with the mid-year estimates given in this series 
of articles year by year it will be found that, whereas bond holdings were 
generally estimated with moderate accuracy, over the years 1953-58 the 
bill holdings were consistently over-stated, usually by about £100 millions. 
‘The Radcliffe series shows that at one time, at the seasonal nadir of 1957, 


TABLE III 
DISCOUNT HOUSES, 1951-58+ 
(£ millions) 


Treasury Commercial Total Total 

Date Bills Bills} Bills Bonds Portfolios 
1951—June si oi 809.9 75.4 885.3 309.4 1,194.7 
December .. me 623 .7 62.6 686 .3 314.2 1,000.5 
1952—June és ‘9 771.9 66.1 838.0 278.2 1,116.2 
December .. en 701 .9 41.5 743 .4 291 .3 1,034.7 
1953—June * i 613.9 38.4 652.3 317.7 970.0 
December .. ‘4 605.8 49 .3 655.1 382.9 1,038.0 
1954—June - - 462.3 41.7 504.0 407 .6 911.6 
: December .. ts 617.6 46.7 664.3 372.6 1,036.9 
1955—June - a 417.0 45.4 462.4 354.1 816.5 
December .. - 651.8 45.2 697 .0 307 .4 1,004.4 
1956—June te “ 470.5 55.8 526.3 296 .3 822.6 
December .. ee 523.0 84.6 607 .6 293.5 901.1 
1957—June a ry 320.5 115.7 436.2 354.0 790.2 
December .. ca 585.2 83.9 669.1 223.2 892.3 
1958—June ba ‘i 385.6 98 .6 484.2 257.5 741.7 
December .. i 594.4 69.8 664.2 321.2 985.4 

+ This table, and Table VII below, are compiled from evidence submitted to the Radcliffe 

Committee. 


t Including local authority bills. 


the market’s holdings of Treasury bills dropped to only £226 millions—a 
much smaller total than had ever been previously estimated. At the other 
extreme the peak bill portfolio proves to have been that of June, 1951, 
when, roughly in line with the estimates made at the time, the Treasury 
bill holding was £810 millions and the commercial bill holding £75 millions. 
This, however, was before the big compulsory funding operation, which in 
the autumn of 1951 drastically reduced the Treasury bill supply. There- 
after, the market’s ‘Treasury bill holding never surpassed the {£772 millions 
of June, 1952; in the last four years of the period, its highest point was 
the £652 millions of end-1955. It will be seen that, in spite of the recovery 
from the very low points in the seasonal troughs of 1957, the end-1958 
figure was still below £600 millions. The biggest portfolio of commercial 
bills (including local authority bills) for the whole period was £122 millions, 
* Quarterly figures in continuation of this series are expected to be released in the next 
few weeks, carrying the story up to early 1960. 
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reached during the period of speculation against sterling in August, 1957; 
the smallest was £38 millions in September, 1953. 

In bonds, the peak was reached in September, 1954, at £417 millions, 
confirming how the market went under full sail into the crisis of early 1955. 
On the eve of the 1957 crisis, by contrast, the bond holding was down to 
£285 millions (in August), or more than £110 millions less than had been 
held in the previous March. By February, 1958, as many houses swung 
to the high-yielding bills and some others deliberately cut their losses in 
bonds, the aggregate bond portfolio had dipped to only £207 millions, 
easily its lowest for the whole eight-year period. But in the ensuing nine 
months it rose steeply again, as one house after another seized the oppor- 
tunity presented by falling money rates. 

During this past year the market has had the advantage of a substantial 
rise in the total supply of Treasury bills. After its decline in 1958-59 


TABLE IV 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1955-60 
(£ millions) 





























1955-56 1956-57 1957-58 1958-59 1959-60 

Eleven Companiest Twelve Companies* 

Published Capital Resources] .. 33.6} 34.0T 34.8] 38.1 43.5 
Bills 731.7 678 .3 768 .3 844.4 949.3 
Bonds 320.6 318.7 257.0 344.8 352.2 
‘Total Portfolio .. 1052.3 997 .0 1025.4 1189.2 1301.5 
Re-discounts 96.0 78.2 108 .6 122.3 125.8 
Loans and Deposits 1042.1 991.7 1027.9 1192.6 1292.4 


* Comprising accounts of all members of the Discount Houses’ Association; figures for 
1958-59 adjusted to include Clive Discount and Gerrard & Reid. Balance-sheet dates for 
the twelve companies, as shown in Table V, range from December 31 to the following 


May 31. 
+ Comprising all members except Clive Discount Co, no accounts for which were then 


published. 
t ‘‘ Uncovered ”’ depreciation shown at the date of their accounts by five houses in 1955-56 


and two in 1956-57 and 1957-58 totalled £6 9 millions, £5.1 millions and £5.4 millions 
respectively. If the capital resources as published were abated by this amount, the aggregate 
for the eleven houses in the three years in question would be £26.7 millions, £28.9 millions 
and {29.4 millions respectively. 


from a near-peak, the aggregate tender issue has this year risen very sharply; 
by early June it had reached £3,490 millions—or £500 millions more than 
at the corresponding date in 1959 and a new high point for this season of 
the year. The latest figure shows a reduction of only £200 millions from 
the seasonal peak at end-December last, less than half the corresponding 
fall of last year; the whole of this disparity occurred in the big tax-gathering 
quarter, when the effect of the Treasury’s current surplus was evidently 
offset in part by large official purchases of gilt-edged securities during the 
period of massive sales by the banks. 

On many occasions this year, however, the discount houses have had to 
face very strong competition for the increased supply of bills. Early in 
the year their allotment dropped to a mere 17 per cent (of tenders sub- 
mitted at the agreed uniform price), and a few weeks later the aggregate of 
applications submitted reached a new high record at £516 millions. Again, 


475 





at each of the first two tenders after the news of the initial “‘ special de- 
posits ” call, the market’s proportion was down to 23 per cent—a circum- 
stance that largely accounted for the paradox that this measure of credit 
restraint gave rise to a decline in the bill rate. Recognizing the aims of 


TABLE V 


NET PROFITS AND EQUITY DIVIDENDS 


Profit figures marked with an asterisk and italicized are not comparable with other 
years; they were computed after transfers of undisclosed amounts from contingency 


reserves or after charging realized investment losses to those reserves. 


Scrip bonuses 


are shown in parentheses; allowance must be made for these when comparing dividend 


rates from year to year. 


1957-58 1958-59 1959-60 
Years to dates as shown Pa £ 
Union Discount 415,253 550,993 666,850 
Dec 31 123% 123% 123% 
penance (1 : 5yt 
National Discount. . 208,117* 284,275 25,561 
Dec 31 10% 12% 123 %+24 %§$ 
Alexanders Discount 50,900 166,943 202,807 
Dec 31 y 4 74% 10% 
Gillett Bros Discount 85,777* 203,344 229,164 
Jan 113% 123% 123% 
; (1 : 4)t 
Smith, St Aubyn .. 188,160 233,682 198,328 
March 31 123% 15% 173% 
oy (1: 3yt 
Clive Discount oi a 125,367 108,823 
March 31 10% 10% 
Jessel, Toynbee. 96,557 177,247 110,893 
March 31 10% 10% 10% 
(3 : 10)t 
Allen, Harvey & Ross 125,452 145,112 135,746 
April 5 12% 12% 14% 
(2:9) 
Gerrard & Reid n.a. n.a 43,449 
April 5 10% 
King & Shaxson 169,660 214,890 145,399 
April 30 124% oh 124% 
> #, 
Seccombe, Marshall & Campion. . 76,141 125,855 97,219 
April 30 10% 10% 10% 
(i : St (1 : 3)t 
Cater, Brightwen .. ea ‘ 111,647* 216,099 — 
April 5 15% 15% 
(7 : 5)t 
Ryders Discount 234,750 245,416 -— 
May 31 10% 10% 
(1 : 10)t (1 :5)t 
Cater, Ryder — _- 345,975]| 
May 31 10% 


+ Bonus shares not ranking for dividend until the following year. 
§ Final dividend and bonus paid on increased capital. 
|| Excluding profits of Cater, Brightwen to date of merger on February 17 (these 
rofits have been transferred to Cater, Ryder’s reserves) and after charging 
£67,784 (net) dividend paid to former shareholders of that company. The 
10% dividend noted above was paid only on shares that were formerly shares 


in Ryders Discount Co. 


the authorities, the market had first sought to keep the rate up, but when 
competition intensified, it felt obliged to protect its portfolios by raising its 
bid price. 

This increased competition resulted from the knowledge that, since the 
special deposits transferred by the banks to the Bank of England are re-lent 
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to the Treasury, the effect must be to cause the Treasury to reduce corre- 
spondingly its borrowings on tender bills. The banks, it is true, similarly 
reduce their bill portfolios or their call loans (in the long run, probably mainly 
the former); hence it is arguable, in theory, that there should be no reper- 
cussion on the bill rates. ‘The discount market, however, is obliged to do 
its utmost to ensure that it can at all times meet the needs of the clearing 
banks for bills; it is likely, therefore, to be prepared if necessary to cut its 
margins, as happened on this occasion, to keep up its bill turnover so far 
as possible. ‘These tactics must have enabled the market to build up its 
portfolio again, but it is questionable whether, at the moment of writing, 
its total bill holdings surpass £500-550 millions, in spite of the height of 
the tender issue. 

It should be noted that when low percentage allotments are announced 
at the tenders, they are probably a more reliable guide now than formerly 
to the market’s true allotment, because of changes in the arrangements for 


TABLE VI 
PORTFOLIOS AND CAPITAL, 1959-60 
(At varying balance-sheet dates, as in Table V) 








£ millions) 
Published 

Capital Invest- Bills Total 

Resources ments Portfolios 
Union Discount Co of London Ltd i 10.477 101.52 186.38 287 .90 
National Discount Co Ltd .. , an 8.025 86.13 160.66 246.79 
Cater, Ryder & Co Ltd ‘i 4 = 5.843 38.82 119.16 157.98 
Alexanders Discount Co Ltd ae 4.847 33.16 93.70 126.86 
Gillett Bros Discount Co Ltd 2.425 18.48 66.53 85.01 
Smith, St Aubyn & Co Ltd 2.141 17.43 68.35 85.78 
Clive Discount Co Ltd 1.999 10.95 56.10 67.05 
King & Shaxson Ltd. . 1.883 9.20 51.47 60.67 
Allen, Harvey & Ross Ltd 1.776 8.17 50.39 58.56 
Jessel, Toynbee & Co Ltd 1.765 16.03 40.05 56.08 
Gerrard & Reid Ltd . a 1.247 2.19 30.42 32.61 
Seccombe, Marshall & Campion Ltd _ 1.022 10.13 26.13 36.26 
Total 43.450 352.21 949 .34 1301.55 














the ‘‘ syndicated’ tender. In evidence to the Radcliffe Committee the 
market gave more information about these arrangements than had ever 
been officially released previously, confirming the explanations given from 
time to time in these articles. In particular, it was explained that the 
quotas determining the amounts of Treasury bills for which each house 
may apply are not only based on its true capital and reserves but are 
weighted by a variable multiplier of those resources, the lowest multiplier 
applying to the biggest houses and the highest to the smallest. It was 
also explained that each house has some latitude either to reduce the 
amount of its tender if it thinks that the price is too high, or, alternatively, 
to obtain additional bills by tendering at a higher price. At the time of 
the evidence a house could, without disclosing its action to other members 
of the market, abstain from tendering to the extent of 15 per cent of its 
quota; alternatively, it could, for that same proportion of its tender, pay 
a price of 2d per cent more than the agreed price. At one stage, some 
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houses constantly took advantage of this second facility, since they could 
count on a full allotment of the 15 per cent, at little additional cost (the 
required margin is believed to have been dropped later to the minimum 
of 1d). This evidently involved a wider breach in the principle of the 
agreed uniform price and the quota system than had been intended; the 
minimum additional price has therefore, it is understood, been raised so 
as to impose some real penalty, and to ensure that the facility is utilized 
only for the purpose of satisfying special commitments. One further 
flexibility was disclosed: if a house wishes to abstain for more than 15 per 
cent it can “‘ put bills on the table ”’, if it does not want them, to any extent, 
provided that it shows its hand. These bills would normally be applied 
for by other houses, but if not then the agreed tender rate itself would 
have to be reconsidered. 

As will be seen from Table V, the results of the several houses as 
shown by their latest published accounts fall into two groups, conforming 
to the two contrasting phases in monetary conditions. The three com- 
panies whose accounts cover a calendar year—the Union, National and 
Alexanders—all showed increased profits. The first two, indeed, were at 
record levels; and so, too, despite the first rise in Bank rate, was Gillett 
Bros, which ended its year on January 31. On the other hand, all the 
houses accounting after that date have shown reduced profits—except for 
the latest in the batch, Cater Ryder, the new merger company, whose 
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figures are not strictly comparable with those for 1958-59. Two companies, 
Jessel ‘Toynbee and King & Shaxson, showed rather substantial reductions, 
but both had reported historically very high profits in the previous year. 

Significantly, increases in distributions to shareholders—whether by 
increases in dividend rates or by payments on capital increased by bonus 
issues—were not confined to houses in the first group. As the table shows, 
of the seven companies that accounted after March 30 (excluding Gerrard 
& Reid, where comparison is not appropriate) two companies increased their 
dividend rate and two paid the same rate on a capital increased by a bonus 
issue. Clearly, substantial hidden reserves had been accumulated by most 
of this group during the previous year. Every house was able to write its 
bonds down to market value, as at the date of the accounts, without drawing 
on published reserves. 

There have been two changes in membership of the Association (and 
therefore of the ‘‘ syndicate ’’) and one further change affecting our tables 
of available published accounts. Early in 1959 Gerrard & Reid Ltd, for- 
merly running brokers, dating from 1870, which in recent years has run 
a modest book in bills and bonds, increased its capital by £700,000 by the 


TABLE VII 
DISCOUNT MARKET ANNUAL TURNOVER 
(£ millions) 
Treasury Commercial 
Bonds Bills Bills 

1950 - - 1,839.3 15,862 .6 1,022.3 
1951 is m= 1,505.5 14,754.3 1,368.8 
1952 - a 1,653.5 14,197 .3 971.5 
1953 sa vr 3,184.7 14,478 .4 696.5 
1954 rv - 4,802.4 14,274.6 865.9 
1955 “ wa 2,607 .2 15,560.8 936.9 
1956 - ia 2,733.1 16,374.3 957.9 


issue of 200,000 Preference shares at par and 500,000 Ordinary shares, 
250,000 of which were issued for cash at 44s 6d and the balance allotted 
by capitalization of part of the resultant share premium account, raising 
the total disclosed capital resources (as at April 5) to £1} millions. After 
this expansion the house was granted a discount account at the Bank of 
England and then became the thirteenth member of the market association. 
It is still a private company. Soon afterwards, the merger took effect of 
Ryders Discount with Cater Brightwen by means of a share exchange, 
after Caters had made a one-for-six bonus issue; the fusion is understood 
to have been inspired by the desire to ensure continuity of management 
(the Ryder directors were in a much lower age group) and administrative 
economies, and by the belief that a large unit is desirable for full func- 
tioning in the bond market. An incidental result of the merger was to 
restore the membership of the syndicate to twelve houses. The third 
change, dating from July, 1959, was the conversion of Clive Discount into 
a public company, followed by an increase in its capital by the issue of 
500,000 Preference shares. During the year the National Discount raised 
approximately {1,900,000 of capital by a one-for-three rights issue to 
“* B ” Ordinary shareholders at a price of 37s 6d. 


479 








UNICORN. TRUST 


140 Investments 
—Qne share 
certificate 





Unicorn is a highly successful Unit Trust 
(authorised by the Board of Trade) with 
over 33,000 shareholders. Trust assets exceed 
£7,450,000. 

Price per share on 24th June, 6/7 


Estimated gross annual yield (before tax) : 
£3 7s. 10d. per £100 invested, calculated in 
accordance with Board of Trade require- 
ments. 


MANAGERS: Unicorn Securities Ltd. 
Member of the Association 

of Unit Trust Managers 

TRUSTEE : 

Lloyds Bank Limited 


UNICORN 





THERE is no sounder foundation for 
any share portfolio than a holding in 
Unicorn Trust. Even the minimum 
purchase of 50 shares gives a widely 
spread interest in over 140 companies 
in Britain, the Commonwealth and all 
over the world. 

Unicorn offers multiple investment, 
so essential for safety, and simplifies 
it by providing 140 investments in one 
single share certificate. 

Income is distributed half yearly. 

The Unicorn record is excellent. 
Share prices can rise and fall, but 
Unicorn shares have shown capital 
appreciation of over 105% since the 
Trust started in Oct. 1957, with a gross 
annual yield of over 54%. 

From every point of view, Unicorn 
is an investment to be recommended 
for large and small investors alike. 


TRUST 


Full particulars from the share distributors of Unicorn Trust 
DILLON WALKER & CO. LTD., Dept. EE7, 12/16 WATLING STREET, LONDON, E.C.4 


or from all branches of Lloyds Bank Limited 
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At its balance-sheet date every house except one was carrying a bigger 
bill portfolio than a year previously; the exception was Cater Ryder, whose 
holding of £119 millions, though third largest in the market, was £12 millions 
less than had been held by the two constituent companies. The increase 
in the aggregate, bond portfolio shown in the “ notional”’ balance sheet 
(Table IV) was much more than accounted for by increases.of £13 millions 
in the Union’s holding and £24 millions in the National’s. Small increases 
were shown by Cater Ryder, Jessel, Clive and Seccombe, but all the others 
reduced their holdings, three substantially (Alexanders by £9 millions, 
Smith St Aubyn by £10 millions, and King & Shaxson by £8 millions). 

An interesting feature of the latest series of balance sheets is that three 

houses have this year segregated their holdings of commercial bills, the 
Union Discount showing {24.5 millions, Gillett Bros £8.7 millions, and 
Gerrard & Reid £5.4 millions. If to these figures there is added the con- 
tingent liability on bills rediscounted, the overall liability of these houses 
on commercial paper is seen to have been some £79 millions against {£67 
millions a year before (an increase of some 18 per cent). Of those houses 
that did not segregate their commercial bill holdings, National reported an 
increased turnover of 17 per cent, and Smith St Aubyn and Jessel increases 
of 20 and 13 per cent respectively. If the commercial bill business of 
those houses that have shown segregated figures is representative, it would 
imply that the market as a whole had a total liability on commercial bills 
at balance-sheet dates of some £230 millions, indicating an annual turn- 
over of some £920 millions, compared with the turnover of £958 millions 
for 1956 shown in figures supplied to the Radcliffe Committee (see 
Table VII). The figure for 1951, year of the post-Korean commodity boom, 
was {1,369 millions. It would seem, therefore, that there has been no 
real expansion of this side of the market’s business over the last few 
years. 
The lead given last year by Gillett Bros by its collaboration in the forma- 
tion of the Discount Company of Rhodesia has been followed in the past 
year by Smith St Aubyn, which participated in the formation of the British 
& Rhodesian Discount Company, now also operating in Salisbury, Southern 
Rhodesia. ‘The business of the first of these companies developed faster 
than had been expected; before the end of its first year of trading its 
capital had been raised from £100,000 to £150,000. 

The immediate future of the market is clouded by uncertainty about the 
extent of strain that will result from the midsummer measures; but most 
houses had accumulated resources to serve as an effective shock absorber. 
On a longer view, to anyone who may question its eventual destiny, the 
market can now reply by pointing to the verdict of the Radcliffe Com- 
mittee, which although not impressed by the official defence of the market 
and of its syndicated tendering system, still regarded the market as per- 
forming an essential task, and performing it well. ‘‘ It would not be 
beyond human ingenuity to replace the work of the discount houses; but 
they are there, they are doing the work effectively and they are doing it 
at a trifling cost in terms of labour and other real resources ”’. 


481 








AMERICAN REVIEW 











A MAJOR shift from the policy 
of credit restraint, sustained for 
the past two years, was confirmed 
by the Federal Reserve System early 
last month, when discount rates at the 
San Francisco and Philadelphia Re- 
serve Banks were reduced from 4 to 
34 per cent. By mid-month Boston, 
the last district, had moved into line. 
Previous signals of such a shift had not 
been lacking. Since the closing months 
of 1959 the Fed had been slowly, but 
steadily, easing its pressure on the 
commercial banks. In the most rigorous 
phase of “active restraint’’ in 1959, 
net borrowings from the Reserve 
System were running between $500 
millions and $750 millions. By the turn 
of the year the lower limit had become 
a “‘ ceiling ’’’ and net borrowings, only 
minimal in May, were replaced in early 
June by a modest margin of “ free ”’ 
reserves. This easing had been accom- 
panied by a sharp fall in the Treasury 
bill rate—from 4.7 per cent at end- 
December to 3.0 at end-May; it fell 
further—to 2.3 per cent—last month. 
Rather paradoxically, the moves to- 
wards easier money which had caused 
apprehension in Wall Street in Febru- 
ary, were this time hailed as an en- 
couraging signal. Equities responded 
with a vigorous rally. ‘The market 
found much comfort in the belief that 
the Federal Reserve Board had acted 
ahead of events. It may be recalled 
that, from 1954 to 1957, the Board was 
the subject of intermittent criticism, 
on charges of doing “ too little, too 
late’. It seemed to be most reluctant 
to impose effective curbs as recovery 
developed from the 1953-54 recession, 
and spokesmen for the System have 
openly acknowledged faults of timing 
during the subsequent boom. In 1957, 


again, no anticipatory moves were made 
at the onset of recession. In 1958, the 
turn from “ ease’ to “‘ restraint ’’ was 
much more timely. On this latest 
occasion the Board has acted while 
industrial production remains at a high 
level. Output in May was actually 
within a point of January’s peak level 
of 111 (based on the revised 1957 
index) and on this seasonally-adjusted 
basis improved by a point on both 
March and April. 


Soft Spots 


There is no present indication that 
the Federal Reserve Board is likely to 
develop its easier credit policy into one 
of aggressive expansion in the near 
future. Soft spots in the economy have 
been noted in metals and machinery, 
new orders for industry, motor car 
sales and unemployment, which re- 
mains obstinately around 5 per cent of 
the labour force despite recent peaks in 
the actual employment total. However, 
the general background suggests that a 
phase of near-stability is more likely 
than any marked decline. Possibly a 
potent factor influencing the Reserve 
Board’s decision last month—apart 
from the failure of the re-stocking 
phase to last longer—was the latest 
survey of capital spending plans by 
industry. This pointed to a level of 
investment expenditure this year falling 
some way below the $37,000 millions 
indicated by earlier surveys—and to a 
downturn—which on precedent might 
become progressive—from the second 
quarter onwards. 

Despite this evidence that some of 
the main expansive forces in the eco- 
nomy may be flagging, the Federal 
Reserve Board seems likely to move 
fairly carefully, at least for a time. It 
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is, indeed, reasonable to conclude that 
it was still rather hesitant only a few 
weeks ago, since the failure of the 
Summit Meeting in Paris brought 
widespread anticipations of a sharp 
mark-up in defence expenditures and 
a generally more aggressive buying 
mood in industry. Other indications 
of near-term caution have come from 
spokesmen for the commercial banks 
who have declared that in their present 
‘“‘loaned-up ”’ condition no early re- 
duction in the prime loan rate is to be 
looked for. The vigorous initial re- 
sponse by longer-term Treasury bonds 
to the lower discount rate slowed down 


in mid-June by which time, however, 
the yield on ten-year maturities had 
fallen from the year’s high of 4.8 per 
cent to below 4.2 per cent. The Treas- 
ury has announced its first substantial 
“* advance refunding ” operation—under 
legislation passed last year which en- 
ables investors to treat the operation as 
non-taxable. Maturities due in 1964 
and 1968 (3? per cent notes and 3{ per 
cent bonds) were offered for 24 bonds 
maturing next November. Issue terms 
were rather finely adjusted to market 
levels and first indications were that 
the response came mainly for the 
shorter maturity. 


American Economic Indicators 








1959 1960 
1957 1958 1959 —— 
Dec Mar Apr May 
Production and Business: 

*Gross national product (billion $) 443 442 480 — oo -— 

*Industrial production (1957 = 100) 100 93 105 109 109 109 110 

*Gross private investment (billion $) . 66.6 549 71.1 — — — -- 

*New plant and equipment (billion $).. 37.0 305 325 — — 370 — 

*Construction (billion $) 3 ar 47.8 48.9 54.3 52.0 54.3 53.9 53.9 
Housing starts (000 units) n.a. n.a. 1,553 96.3 92.5 117.7 — 

*Business sales (billion $) 56.3 54.0 60.00 60.9 61.3 625 — 

*Business stocks (billion $) , 90.7 85.1 89.4 89.4 92.3 925 — 
Merchandise exports (million $) 1,738 1,491 1,464 1,674 1,751 1,823 — 
Merchandise imports (million $) 1,082 1,070 1,268 1 478 1,375 1,257 — 

Employment and Wages: 

*Non-farm employment (million) S22 305 See Sas Sas Set 33h 
Unemployment (000s) .. 2,936 4,681 3,813 3,577 4,206 3,660 3,459 
Unemployment as % labour force 4.3 6.8 5.5 © ae > a 
Hourly earnings (mfg) ($) y > foes Be > ee ee OO 
Weekly earnings (mfg) ($) 82.39 83.50 89.47 92.16 90.91 89.83 90.74 

Prices: 
Moody commodity (1931 =100) fr — 2 wt oa om 
Farm products (1947-49 = 100) 90.9 94.9 89.1 85.9 90.4 91.1 90.4 
Industrial (1947-49 = 100) ‘p 125.6 126.0 128.3 128.6 128.6 128.7 128.2 
Consumers’ index (1947-49 = 100) 120.2 123.5 124.6 125.5 125.7 1262 — 
Credit and Finance: 
Commercial bank loans (billion $) . 93.9 98.0 110.8 112.0 111.4 113.0 113.6 
Commercial bank investments (billion $) 76.2 86.6 79.4 79.0 74.3 75.9 74.9 
Money supply (billion $) ‘ .. 232.3 247.5 252.4 251.6 244.2 247.1 246.2 
Consumer credit (billion $) 45.3 45.6 52.0 52.00 51.2 522 — 
Treasury bill rate (%) . 3.27 1.84 3.41 4.57 3.44 3.24 3.39 
US Govt Bonds rate (%) 3.47 3.43 4.08 4.27 4.08 4.18 4.16 


Federal cash budget (+ or —) (mill $).. 
US Treasury gold stock (million $) 


Nores.—Starred items are _ seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1957-59 and then quar- 
terly figures at annual rates. Construction 
figures show monthly averages 1957-59. 
Business stocks, money supply, bank loans, 
consumer credit and gold stock show 


" 41,194 -7,286 -8,028 
22'781 20534 19,456 19,456 19,408 19,360 19,352 


amounts outstanding at the end of the 
period. Moody’s commodity index shows 
high and low 1957-59, and end-month 
levels. Money supply is total deposits 
plus currency outside the banks. Budget 
figures are cash totals. Quarterly figures 
are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 
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When business takes you to the East you 
will find a friend in every major port of call 
and at every important inJand commercial 
centre—the branch manager of The 
Chartered Bank. He is familiar with local 
economic conditions and opportunities for 
British trade: he can help you in many 
ways to make your sojourn worth while. 
There are a hundred or more branch 
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managers of The Chartered Bank and its 
subsidiary, The Eastern Bank Ltd., 
actively promoting international trade in 
twenty-five territories from Cyprus to 
Japan. Their knowledge and experience 
sustain the extensive financial, advisory and 
credit information services, for merchants 
and manufacturers engaged in the Eastern 
trade, which are available at: 


CHARTERED BANK 


(Incorporated by Royal Charter, |853) } 
38 Bishopsgate, London, E.C.2 (Head Office) 
2 Regent Street, London, S.W.1! - 52 Mosley Street, Manchester, 2 - 28 Derby House, Liverpool, 2 


THE EASTERN BANK LIMITED 
2 and 3 Crosby Square, London, E.C.3 (Head Office) 
Associated Banks: The Irano British Bank, Tehran and branches. Allahabad Bank Ltd., Calcutta and branches, 
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INTERNATIONAL 
REVIEW 





ARGENTINA 


Stabilization Progress—A team from 
the International Monetary Fund, re- 
viewing the progress of the stabilization 
programme, reported that great progress 
had taken place in the past year. 


Ex-Im Credit—The US Export-Import 
Bank has approved two releases totalling 
$7.6 millions from the $100 millions 
credit placed at Argentina’s disposal in 
1958 for developing power and industry. 
One will be spent on modernizing and 
extending a steel converting and rolling 
mill, the other on constructing a new 
phenol plant. 


BAHAMAS 


Development Plan— The newly- 
formed Andros Utilities Corporation 
has announced a scheme to develop 
some 800,000 acres of land on Andros, 
the largest island in the group, into an 
industrial estate and hotel development 
area. ‘The cost is estimated at about 
£6.3 millions. 


BELGIUM 


Congo Share Recovery— The compara- 
tively calm elections in the Congo in the 
second half of May in preparation for 
the granting of independence at the end 
of June had a reassuring effect on the 
market in Congo shares, some leading 
issues recording recoveries of 25 per cent. 


BRAZIL 


Credit from the IMF—The Govern- 
ment has arranged to purchase the 
equivalent of $47.7 millions of foreign 
currencies from the International Mone- 
tary Fund. The arrangement provides 
for a repurchase, with payment in gold 
or convertible currency, within six 
months. It is thus essentially a short- 
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term operation and not intended as part 
of a general stabilization programme. 
The arrangement immediately makes 
available to the Brazilian Government 
£3.2 millions at the Bank of England, 
DM 37.8 millions at the Bundesbank, 
NF 24.7 millions at the Bank of France 
and $24.7 millions at the Federal Re- 
serve Bank of New York. 


CANADA 


Exchange Rate Steadies—The sharp 
fall in the Canadian dollar that reduced 
the premium over the US dollar from 
5 per cent in March to a bare 1 per cent 
at the end of May was arrested last 
month. In the middle of the month 





HERMANN J. ABS 


Member of the Board of General 
Managers Deutsche Bank AG, 
Frankfurt/Main, Germany 








the premium widened a little. The 
steadying of the rate may have been 
attributable partly to the operations of 
the authorities—who doubtless helped 
to engineer the preceding fall. It prob- 
ably owed much, however, to the re- 
sumption of borrowing operations by 
Canadian local governments in foreign 
markets. An Alberta government agency 
recently announced that it was seeking 
$30 millions in New York and the City 
of Montreal that it was seeking $28 
millions there. The Government of 
Saskatchewan has announced that it is 
seeking SwFrs 40 millions in Zurich. 


New Gas Pipeline—The construction 
of a $450 millions project for the gather- 
ing and transmission of natural gas in 
the Peace River area of British Columbia 
will start in 1961. Gas will be carried 
by the line of Westcoast Transmission, 
the company organizing the project, to 
the American border. 


CENTRAL AFRICAN 
FEDERATION 


Reserves Decline—The foreign ex- 
. change holdings of the central bank and 
the commercial banks declined by £12 
millions in the first quarter of the year. 
The central bank’s foreign exchange 
balances dropped by £6 millions to £42 
millions, while the net deficit of balances 
abroad against external commitments for 
the rest of the banking system jumped 
from £4 millions to £10 millions. The 
Governor of the central bank, Sir 
Anthony Grafftey Smith, has said that 
while there is little evidence that recent 
political developments are causing an 
outflow of foreign capital, new private 
capital is no longer coming in at the 
rate attained in recent years. He main- 
tained, however, that with the country’s 
improved balance of trade the downturn 
in reserves gave no cause for alarm. 


CHILE 


Effects of the Earthquake—The cost 
of the severe earthquake that struck the 
southern part of Chile in May, causing 
heavy loss of life, is expected to be high. 
Fortunately, the production of copper, 
‘iron ore, nitrate and manganese, on 
which the prosperity of the country 
depends, is located outside the earth- 
quake zone so that the effects on the 
economy should be mitigated. 

The Finance Minister has announced 
that external debt obligations will be 
honoured since reserves for public 


calamities were sufficient to enable emer- 
gency reconstruction work to be carried 
out in the devastated areas. The Govern- 
ment is trying to raise a reconstruction 
loan of $100-200 millions in America. 


New Requirements for Banks — A 
decree modifying the general banking 
law prohibits the formation of small 
banks, whose number has _ increased 
rapidly in recent years. Existing banks 
with paid-up capital below the specified 
minima (of 2 million escudos for those 
with head offices in Santiago or Val- 
paraiso and 500,000 escudos for banks 
with head offices in other towns) will be 
given until January 1, 1966, to meet the 
new requirements. Other changes affect 
reserve requirements (legal reserves must 
represent 25 per cent of paid-up capital) 
and limits on individual loans. 


CUBA 


US Aid Stopped—Ame rican aid to Cuba 
will be discontinued over a six-month 
period because it is “‘ no longer in the 
national and hemispheric interest ’’. 
First Cuban reactions are said to have 
been that this would be interpreted as 
*‘ aggression ’’. It will not, however, be 
of any great practical significance since 
American aid to Cuba has been only 
about $200,000 per annum. More im- 
portant is the US proposal to cut sugar 
quotas, which at present permit Cuba 
to market a third of her output in the 
United States at a preferential price. 


Russian Oil—or else—Dr Fidel Castro, 
the Prime Minister, has warned western 
oil companies operating in the country 
—Standard Oil of New Jersey, ‘Texaco 
and Royal Dutch Shell—that they must 
accept Russian crude oil or “ take the 
consequences ”’. 


DENMARK 


Borrowing Facilities Restored—The 
National Bank has restored the facilities 
whereby commercial banks, savings in- 
stitutions and exchange dealers can 
obtain loans from it against the deposit 
of securities. Such facilities were with- 
drawn in 1948. 


EUROPE 


New OEEC Plan Considered—Oficials 
from twenty OEEC countries, meeting 
in Paris in the last week of May to 
consider the formation of a new organi- 
zation, agreed to make another attempt 
to draft a charter. A working party has 
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been set up and will report by July 10 
—in time for a Ministerial meeting at 
the end of that month. It will discuss 
the report of the ‘‘ Four Wise Men” 
that proposed an Organization for Euro- 
pean Co-operation and Development and 
consider Swiss counter-proposals. 


FRANCE 


Coal Stocks Soar—Two mild winters 
in succession and the opening of the 
Lacq natural gas field have reduced the 
coal mining industry to a critical posi- 
tion. In spite of extensive part-time 
working, pithead stocks rose during the 
winter from 8.7 to 10 million tons. 


GERMANY 


Insulating Bank Rate—At the begin- 
ning of last month the Bundesbank 
reinforced its measures to tighten credit 
by raising its discount rate from 4 per 
cent to 5 per cent, the highest rate since 
the closing months of 1956. The rate 
for 60-90-day Treasury bills was in- 
creased from 4 per cent to 4 per cent. 
This move followed hard on the heels 
of the further increase in the minimum 
reserve ratios of the banks, which took 
effect on June 1. At the same time the 
Bank took steps to prevent its grip on 
bank liquidity being weakened by an 
inflow of foreign funds in response to 
the higher money rates. It prohibited 
the sale of Treasury bills and bonds to 
non-residents and reimposed the ban, 
which had been relaxed in April, 1959, 
on the payment of interest on most types 
of non-resident bank accounts (more 
precisely, on sight deposits, new—but 
not existing—time deposits, and savings 
deposits held by companies). 


World Bank Refinancing—The World 
Bank has arranged to borrow $55 mil- 
lions from the Bundesbank to refinance 
two maturing loans—at interest rates 
appreciably below those currently rul- 
ing in the German money market. 
The loan of $25 millions that matured 
on June 20 was replaced by $25 millions 
of 4 per cent notes with a life of two and 
a half years; the $30 millions loan 
maturing on July 11 will be replaced 
by $30 millions of 4 per cent notes with 
a life of three years. ‘The new notes, 
like the old, are denominated in dollars. 
The operation will raise net World Bank 
borrowings in Germany to $440 millions. 
No Reichsbank Settlement — The 


Bundestag has_ rejected Government 
proposals for winding up the Reichs- 


bank, the central bank of Hitler’s Ger- 
many. ‘This rejection shattered hopes 
of a quick settlement of the claims of 
foreign stockholders in the . Deutsche 
Golddiskontbank since the proposals 
also embraced its formal winding up. 


GUATEMALA 


IMF Credit—The International Mone- 
tary Fund has established a one-year 
stand-by credit of $15 millions for 
Guatemala to support measures to 
stabilize the currency. 


HONG KONG 


Federation of Industries — The 
Government is to implement the pro- 
posal put forward by a former Governor, 
Sir Alexander Grantham, in December 
of 1957 that a Federation of Hong Kong 
Industries should be established mo- 
delled on the Federation of British 


Industries. 
INDIA 


Further UK Credit—Britain has been 
asked to grant credit facilities of the 
order of £36 millions for the year to the 
end of March, 1961. But a final decision 
on this request will probably not be 
taken until the meeting of the ‘* Aid to 
India Club” members—the United 
States, Britain, Japan, Canada, Germany 
and the World Bank—in September. 


INDONESIA 


Tin Exports Diverted—Henceforward 
all the country’s tin exports are to be 
sent to Malaya for smelting instead of 
to Holland and Texas, because Malaya is 
“‘ friendly ”’ to Indonesia. 


IRAQ 


More Roubles—It has been reported 
that the Russian authorities have agreed 
to increase the 550-million rouble de- 
velopment credit granted to Iraq in 
1959 by a further 180 million roubles. 


—And Pounds ?—Mr F. J. Erroll, 
UK Minister of State, Board of Trade, 
has described the results of a visit he 
paid to Iraq in May as satisfactory to 
both parties. Mr Erroll is said to have 
offered British technical and financial 
aid in carrying out development projects. 


ISRAEL 


Trade Subsidies Criticized—In its 
annual report the central bank strongly 
criticizes the practice of using import 
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levies and export premiums to support 
what is described as an unrealistic ex- 


change rate. 
ITALY 


Duties Reduced—One of the first 
actions of the Caretaker Government 
formed by Signor Tambroni to resolve 
the political crisis has been to reduce 
duties on petrol, sugar and other items 
in order to get the prices of these com- 
modities down. Some concern has been 
expressed in business circles about the 
possible inflationary consequences of the 
deterioration in the Government’s bud- 
get that will result from the reductions. 
The total cost to the revenue is esti- 
mated at about £30 millions. 


Pipeline Hopes—The prospects for a 
pipeline to carry Saharan natural gas to 
the Italian mainland and possibly even 
across Italy to Germany are now said 
to be favourable. An Italian company 
has been formed to finance the utilization 
of Saharan gas in Italy with capital sub- 
scribed by six of the country’s largest 
industrial groups. 


JAPAN 


Convertibility Move—The Govern- 
ment has approved a plan aimed at 
establishing partial convertibility for the 
yen from the beginning of July. It 
hinges on the creating of a system of 
free yen accounts available to non- 
residents. Balances in such accounts 
will be convertible into other major 
currencies without restriction. 


KENYA 


World Bank Loan—The World Bank 
has finally approved a loan of $5.6 
millions for financing the development 
of native agriculture and roads. 


MALAYA 


Rubber Exchange Warning — The 
Minister of Commerce and Industry, 
Khir Johari, has warned that the 
Federation Government will take appro- 
priate action against anyone deliberately 
obstructing its plan to establish an effec- 
tive rubber exchange. He accused rub- 
ber interests outside the Federation of 
having used threats and intimidation to 
sabotage the scheme. 


MOROCCO 


New Iron Works—British, German, 
French and West German concerns are 


reported to have submitted tenders to 
the semi-official Bureau d’Etudes et 
Participations Industrielles for the con- 
struction of a new iron works at Kebdana 
in North Morocco with an initial pro- 
duction of 400,000 tons per annum. 


NEW ZEALAND 


Exchange Surplus Up—The gold and 
foreign exchange surplus in the year to 
March 31, 1960, was £12 millions after 
allowing for repayment of overseas debts 
of £27.6 millions. In the previous year 
there was an exchange surplus of £26 
millions but net foreign borrowing of 
£44 millions. The big improvement 
was largely explained by an increase in 
export earnings from £275 millions to 
£314 millions. Private imports at £217 
millions were £10 millions lower than 
in the preceding year. 


PERU 


Credit Curb—To prevent excessive 
credit expansion, a marginal reserve 
requirement of 100 per cent has been 
established for increases in deposits in 
commercial and savings banks. 


World Bank Loan—The World Bank 
has granted a loan equivalent to $5 
millions to the Banco de Fomento 
Agropecuario del Peru for investment 
in agricultural development. Five 
American banks are participating in the 
loan, which is for eight years with in- 
terest (including commission) at 6 per 
cent, without the World Bank’s guaran- 
tee, for a total amount of $1,206,000. 
It is the third loan of $5 millions that 
the Bank has made to the Banco. 


POLAND 


New Trade Agreement—A new three- 
year trade agreement has been concluded 
with Britain. Import quotas on both 
sides will be negotiated annually; thus, 
for the year to June 30, 1961, an increase 
in imports from Britain to about £20 
millions from the 1959 level of £16 
millions is envisaged. British imports 
from Poland are expected to grow to 
£35 millions from £33 millions in the 
same period. 

Increased Capital Investment—The 
Communist Party leader, Mr Gomulka, 
is said to have decided on an intensified 
capital investment programme for heavy 
industry and agriculture. 


PORTUGAL 


GATT Application—The Government 
has submitted a formal application to 
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become a full member of the General 
Agreement on Tariffs and Trade. It 
has said that it will enter into the neces- 
sary tariff negotiations with existing 
members at the World ‘Tariff Con- 
ference in September. 


SAUDI ARABIA 


World Bank Survey ?>—The Govern- 
ment has requested the World Bank to 
carry out a survey of the country’s 
economy in preparation for the drafting 
of a detailed development programme. 
It has been stated that one result of the 
monetary reform measures put into effect 
during the past two years has been a 
flight of capital. This had made it more 
desirable for the country to obtain 
development finance from the World 
Bank and other sources—but, before 
this can be done, a comprehensive de- 
velopment scheme must be worked out. 


SINGAPORE 


Five-Year Plan—The Government has 
drawn up a five-year development pro- 
gramme providing for total expenditure 
on capital projects of M$968 millions, 
or some £113 millions. Construction of 
new housing will absorb M$210 mil- 
lions, land reclamation M$40 millions, 
electric power improvements M$93 
millions; M $45 millions will be devoted 
to the financing of industrial estates and 
M $45 millions to the strengthening of 
river and port facilities. ‘To help finance 
the initial stages of the programme, a 
new loan of M $30 millions was launched 
in June. It comprises two securities: a 
5 per cent stock maturing in 1968 and a 
5? per cent stock redeemable in 1978-80. 


SOUTH AFRICA 


No Change—The Government’s rejec- 
tion of proposals put forward by mining, 
commerce and industry for improve- 
ments in race relations has caused con- 
siderable disappointment in the business 
community. ‘The Prime Minister, Dr 
Verwoerd, has turned down the sug- 
gestion that there should be a broad 
commission of inquiry into the recent 
race disturbances, arguing that it was 
necessary to await the reports of the 
two commissions into the disturbances 
at Sharpeville and Langa before taking 
any further action. 

Capital Outflow Less—The decline in 
reserves in response to the outflow of 
capital showed signs of slowing down 


towards the end of May. By then, the 
official gold and foreign exchange reserve 
was about £35 millions below the mid- 
February level of £121 millions. Capital 
expansion programmes are reported to 
have been virtually halted since the 
onset of the race troubles. 


New Interest Rates Pattern—The 
Reserve Bank has announced a new 
pattern of interest rates for open market 
operations. The practice of fixing rates 
for maturities of less than three years is 
being dropped and such rates will be 
determined in future by market forces. 
Rediscount of Treasury bills will be at 
Bank rate instead of at special penalty 
rates related to Bank rate. For ma- 
turities beyond three years there is a 
scale of rates varying by one-twentieth 
of 1 per cent for each half-year’s differ- 
ence in redemption dates, starting at 
4.35 per cent for three years and ending 
at 5.55 per cent for twelve years or over. 


SPAIN 


Tariff Reform— The Government 
issued a decree early in June setting in 
motion the new tariff plan based on the 
Brussels nomenclature. It also an- 
nounced its intention of making a formal 
application for membership of the 
GATT. ‘Tariff negotiations to this end 
will be initiated at the World ‘Tariff 
Conference in September. 


SWITZERLAND 


Unit Trust Formed—Amg Fur Fonds- 
Verwaltung has set up a new unit trust 
with the Zurich Handels Bank as trustee. 
It will invest half its resources in Euro- 
pean food and food-processing industries 
and the other half in similar industries 
in the United States and Canada. 


TURKEY 


Economic Policy as Before ? — The 
revolution early last month that replaced 
the Government of M. Menderes by an 
Army-controlled administration seems 
to have been accomplished without any 
significant disruption of the country’s 
economic life. While the new caretaker 
government remains in power—it has 
been stated that it is the intention to 
hand over to a new civil government as 
soon as properly conducted elections 
have been held—economic affairs will 
be the responsibility of a triumvirate 
consisting of the Ministers of Finance, 
Commerce and State. All three of these 
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are said to be acknowledged experts in 
this field and men who can be counted 
on to continue anti-inflationary policies. 
Some uneasiness, however, seems to 
have been caused in business circles by 
investigations into the affairs of a num- 
ber of large companies with which the 
Menderes administration is said to have 
been connected. 

Immediately after the coup, bank 
accounts were blocked. But the restric- 
tions were subsequently gradually lifted. 
The central bank assured traders that 
foreign exchange commitments for im- 
ports would continue to be met without 


delay. 


UNITED ARAB REPUBLIC 


Help from IMF—The Syrian region 
obtained a stand-by credit of $7.5 
millions from the International Mone- 
tary Fund at the end of May for a 
period of six months to help the country 
meet any pressures on the reserves 
arising from the prolonged drought. 


USSR 


Still in the Dark—The president of the 
State Bank, Mr A. Korush Korovushkin, 
touched on the official plan to strengthen 
the rouble, disclosed by Mr Khrushchev 
in his recent review of the economy. 
Fixing a new exchange rate for the 
rouble and giving it a gold backing was, 
he declared in a Pravda article, of special 
importance to Soviet trade relations. 
He did not, however, reveal by how 
much the gold backing for the currency 
would be increased, nor what the ex- 
change rate would be for the heavy 
rouble that is to take the place of the 
present one at the beginning of next year. 


YUGOSLAVIA 


World Bank Loan?—A World Bank mis- 
sion visited the country in May to study 
the economy, in connection with a 
Yugoslav request for a loan of $70 
millions partly for the construction of a 
steel strip mill. 





APPOINTMENTS 


Barclays Bank—Manchester Local Head 
Office: Mr W. K. Duckworth to be local 
head office manager (Premises). London— 
Catford: Mr R. H. Stone, from West Nor- 
wood, to be manager; Cricklewood: Mr L. S. 
Davis, from Wealdstone, to be manager; 
Eastern: Mr K. P. Bradburn, from Crickle- 
wood, to be manager; Eastcastle St: Mr 
R. R. Bower, from Catford, to be manager 
on retirement of Mr H. R. Marlow; Stroud 
Green: Mr R. W. Dixon to be manager; 
West Norwood: Mr T. D. Evans, from 
Carshalton, to be manager; Willesden Green: 

Mr E. A. J. Roberts, from Stroud Green, 
to be manager on retirement of Mr C. S. S. 

Rose. <Aberayron: Mr W. Griffiths, from 
Aberystwyth, to be manager on retirement 
of Mr L. W. Jenkins. Carmarthen: Mr D. J. 
Jenkins, from Narberth, to be manager on 
retirement of Mr D. E. Williams. Criccieth: 
Mr E. R. Williams, from Llanrwst, to be 
manager on retirement of Mr H. D. Jones. 
Hatfield A odrome: Mr W. P. Gatward, 
from Boreham Wood, to be manager on 
retirement of Mr J. S. B. Forster. Knares- 
borough: Mr M. B. Wigmore, from Hudders- 
field, to be manager in succession to the 
late Mr H. Fisher. Llanrwst: Mr W. M. 

Rees, from Llanwrtyd Wells, to be manager. 
Narberth: Mr J. H. Daniel, from Neath, to 
be manager. Spalding: Mr D. Wray, from 
Peterborough, to be manager on retirement 
of Mr E. G. Flaxman. 

British Linen Bank—Glasgow, Broomhill: 
Mr C. Jamieson, from Muirend, Glasgow, 
to be manager on retirement of Mr D. M. 


Macintyre. 


AND RETIREMENTS 


Clydesdale & North of Scotland Bank— 
Darvel: Mr H. F. Cheyne, from 211 High 
St, Ayr, to be manager in succession to 
Mr J. McIntosh. Dumfries, Buccleuch St: 
Mr J. McIntosh, from Darvel, to be manager 
on retirement of Mr R. Kirkland. Glasgow— 
Anderston: Mr J. Scott, from St George’s 
Rd, to be manager on retirement of Mr 
W. B. Ferguson; St George’s Rd: Mr J. 
Stirrat, from Hutchesontown, to be manager 
in succession to Mr J. Scott. Jrvine: Mr 
W. Linn, from 81 High St, Ayr, to be 
manager on retirement of Mr R. Howat. 
District Bank—Crewe: Mr B. H. Smith to 
be manager. 

Lloyds Bank—Head Office: Mr K. L. 
Boyes to be a deputy chief general manager; 
Mr H. A. Beasley to be general manager 
(Admin); Mr C. B. Howland to be general 
manager (Organization); Mr E. G. Woolgar 
to be general manager (Overseas); Mr M. T. 
Wilson to be assistant to the chief general 
managers; Mr C. R. Vincent, from Colmore 
Row, Birmingham, and Mr K. E. Hornby, 
Advance Dept, to be assistant general 
managers. Advance Dept: Mr D. E. Bedford 
to be an assistant chief controller; Mr H. R. 
Allen, from Salisbury, to be a controller. 
Overseas Dept: Mr J. I. Kennan to be chief 
manager; Mr G. F. R. Ashton, a manager will 
retire on July 31. Birmingham—Colmore Row 
(also Parade): Mr F. R. Kelly, from Dist 
Office, Birmingham, to be manager; Corpor- 
ation St: MrJ.A.'Thomas, from Cardiff, to be 
manager; New St: Mr F. Rossington, from 
Corporation St, to be manager on retirement 
of Mr G. Freeman. Bridport: Mr A. B. 
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Mason, from Lyndhurst, to be manager on 
retirement of Mr L. T. Rowe. Bristol— 
Bedminster: Mr G. E. Haynes, from Swin- 
don, to be manager on retirement of Mr 
H. V. D. Trott; Henleaze (also Durdham 
Down): Mr T. C. B. MacDowell, from 
Montpellier, Cheltenham, to be manager. 
Broadstone: Mr W H. Weston, from 
West Southbourne, Bournemouth, to be 
manager on retirement of Mr H. L. Heptin- 
stall. Broadway: Mr R. J. Barker, from 
Malvern, to be manager. Combe Martin: 
Mr T. E. Taylor, from Southgate, Bath, 
to be manager. Dorking: Mr W. A. Burge, 
from Winscombe, to be manager on retire- 
ment of Mr D. W. L. Fellows. Downham 
Market: Mr J. J. R. Minett, from Biggles- 
wade, to be manager on retirement of Mr 
W. T. Peacock. Hythe, Kent: Mr R. A. 
Wilkins, from Hastings, to be manager on 
retirement of Mr F. E. Owen. New Romney 
(also Lydd): Mr C. P. F. Lawrence, from 
Bradford-on-Avon, to be manager on retire- 
ment of Mr A. E. Turner. 

Martins Bank—Millom (Bootle and Bootle 
Station): Mr A. N. Darvell to be manager. 
Norwich: Mr A. F. Sharp, from Ludgate 
Circus, to be manager. 

Midland Bank—London—Battersea Rise: 
Mr H. W. Youngs to be manager in suc- 
cession to the late Mr F. Williamson; 
Stroud Green: Mr R. W. Chapple to be 
manager on retirement of Mr S. T. Perman. 
Bicester: Mr F. J. Silman to be manager in 
succession to Mr P. K. Hopkin. Borough- 
bridge: Mr R. S. Cooper, from Easingwold, 
to be manager on retirement of Mr E. R. 
Waldron. Cockermouth: Mr H. B. Moseley 
to be manager on retirement of Mr N. W. 
Hodgson. Easingwold: Mr H. R. Hanson 
to be manager in succession to Mr R. S. 
Cooper. Hucknall: Mr 'T. W. Weston to be 
manager on retirement of Mr A. H. Sutton. 
Lancaster: Mr J. Adamson to be manager 
on retirement of Mr A. C. Tennant. Liver- 
pool—Breck Rd: Mr W. R. Owen, from 
Moreton, to be manager on retirement of 
Mr C. W. Peet; South Branch: Mr D. H. V. 
Beckwith to be manager on retirement of 
Mr D. C. Erdington. Moreton, Cheshire: 
Mr J. D. Dauncey, from Hamilton St, 
Birkenhead, to be manager in succession to 
Mr W. R. Owen. Oldham: Mr J ‘ 
Kellaway to be manager on retirement of 
Mr C. W. Bentley. 

National Commercial Bank of Scotland 
—Edinburgh—Castle St: Mr B. Law, from 
Morningside and Fairmilehead, to be 
manager on retirement of Mr W. Marshall; 
Morningside and Fairmilehead: Mr OD. 
Sibbald, also manager at Comiston, to be 
manager. Kirkcaldy, 104 St Clair St and 
East Wemyss: Mr W. M. O. Petrie, also 
manager at Kirkcaldy, to be manager on 
retirement of Mr W. Stark. 

National Provincial Bank—Head Office— 
Advance Dept: Mr P. H. White to be a con- 
troller; Staff Dept: Mr J. Liddell to be an 
assistant staff controller. London—Holborn 
Circus: Mr G. F. Horton, from Tottenham 


Court Rd, to be manager on retirement of 
Mr J. W. Hewlett; Tooting Broadway: Mr 
F. H. Booth, from Trafalgar Sq, to be 
manager. Abergele: Mr E. Davies, from 
Rhyl, to be manager. Cambridge, St An- 
drew’s St: Mr O. N. StJ. Hamlin to be 
manager. Conway: Mr C. Jones, from 
Abergele, to be manager on retirement of 
Mr T. J. Downing. Coventry: Mr C. M. 
Crothers, from Birmingham, to be manager 
on retirement of Mr E. T. Evans. Diss: 
Mr J. Credland to be manager. Dorking: 
Mr A. B. Calcott to be manager on retire- 
ment of Mr C. P. B. South. Ferndown: Mr 
G. A. Coates to be manager. Holyhead: 
Mr E. G. Davies, from Menai Bridge, to be 
manager on retirement of Mr W. Jones. 
Ipswich, Felixstowe Rd: Mr P. D. Adams to 
be manager. Macclesfield: Mr C. H. North- 
wood, from West Bromwich, to be manager 
in succession to Mr A. H. N. Snow. New- 
port, IoW: Mr A. E. Huson, from Ryde, to 
be manager on retirement of Mr H. W. 
Higgs. Nottingham, High St: Mr J. N. 
Currie, from Advance Dept, to be manager 
on retirement of Mr W. Oldroyd. Raunds: 
Mr G. T. O. Jones, from Bletchley, to be 
manager on retirement of Mr H. Callender. 
Rotherham: Mr S. A. Key, from Doncaster, 
to be manager on retirement of Mr C. A. 
Stevens. Ryde, JoW: Mr B. W. F. Roe to 
be manager. Sheffield, Millhouses: Mr A. 
Brearley to be manager. Southampton, 
Swaythling: Mr G. P. Treadgold to be 
manager. Staines: Mr D. F. Bland, from 
Tooting Broadway, to be manager on retire- 
ment of Mr A. G. Colver. 

Royal Bank of Scotland— Alloa: Mr J. A. 
Robertson, from Glenrothes, to be manager 
on retirement of Mr J. Gilchrist. Biggar: 
Mr J. M. Berrie to be manager in succession 
to Mr D. H. MacGillivray. Glenrothes: 
Mr R. E. Hutchison, from Alyth, to be 
manager in succession to Mr J. A. Robertson. 
Huntly: Mr J. D. M. Squair, from Inver- 
ness, to be manager in succession to the late 
Mr P. Laidlaw. Whiting Bay: Mr J. 
Mitchell, from Lochranza, to be manager 
on retirement of Mr A. Brown. 
Westminster Bank—ZJncome Tax Dept: 
Mr H. C. Dobson, from Cavendish Sq, to 
be deputy principal on retirement of Mr 
R. *V. Brewster; Mr E. E. Udy to be 
principal at Income Tax Dept. Cavendish 
Sq. Overseas Branch: Mr E. J. George to 
be principal at Outward Bills for Collection 
Dept on retirement of Mr B. J. Wilkinson. 
London—Bishopsgate: Mr E. T. Harvey to 
be manager; Finchley, Church End: Mr S. R. 
Thomas, from Marylebone og St), to - 
manager on retirement of . A. 
Rowe; Wandsworth: Mr E. S. of Rive to 
be manager on retirement of Mr. A. Chap- 
man; Wimbledon Park: Mr C. H. Summers, 
from Wallington, to be manager on retire- 
ment of Mr W. Harvey. Brighton: Mr G. 
Stokoe, from Canterbury, to be manager on 
retirement of Mr W. S. Bidmead. Canter- 
bury: Mr A. E. G. Brain, from Chippenham, 
to be manager. 
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BANKING STATISTICS 


Banking Trends since World War I* 


Net 
Averages Deposits Liquid Assets TDRs Investments Advances 
of Months: {mn {mn yA {mn . {mn 
,.. ree ©, 680 325 18 
ire Pre 658 391 750 
1923 .. 1,628 581 356 761 
1924 .. 1,618 545 341 808 
1925 .. 1,610 539 286 856 
S926. .. 4,659 532 265 892 
1927 .. 1,661 553 254 928 
ee Pt 584 254 948 
——  . 568 257 991 
a 596 258 963 


eee 560 301 919 
se . ew 611 348 844 
ee 668 537 759 
ge 576 560 753 
8 }86.. Ea 623 615 769 
1936 .. 2,088 692 614 839 
_o }.. aa 713 643 865 
37 .. meer 683 652 954 
938 .. wae 637 


we 6. CUR 608 

1940 .. 2,419 785 666 955 
oi0Cl«i«éti«( ‘Ctx 676 894 858 
i Se 712 1,069 797 
7 86... oa 723 1,147 747 
1944 .. 4,022 788 1,165 750 


BEeeeeeenn: 





PTT TTI 


5 0Cl«ww CS 886 8 1,156 768 


1946 .. 4,932 1,280 1,345 888 
1947 .. 5,463 1,646 1,474 1,107 
9s46Cti«‘(i«jN*C‘COéi*SGS*«CASSS 1,703 1,479 1,320 
«i Ae Oe. 1,920 1,505 1,440 
ap Cle 2,345 1,505 1,603 
.. Saree 2,308 1,624 1,822 
eee 2,097 1,983 1,838 
9353 .. 6624 2,201 2,163 1,731 
og A 2,190 2,321 1,804 
—o)|hCl ae 2,098 2,149 2,019 
1956 .. 6,012 2,218 1,97 1,897 
1957 .. 6,538 2,256 2,008 1,952 
1958 .. 6,330 2,256 2,149 2,007 
1959 .. 6,617 2,277 1,835 2,617 


1959: May .. 6,366 2,080 , 1,837 : 2,561 
June 17 6,471 2,192 , 1,816 , 2,586 
.. 6,645 2,283 ; 1,811 ; 2,676 
6,637 2,280 , 1,802 2,697 
6,723 2,340 . 1,790 : 2,737 
6,869 2,477 , 1,729 2,803 
6,860 2,419 ; 1,729 ; 2,849 
7,043 2,543 : 1,720 , 2,917 
Dec 31 37,165 2,628 34.3 1,710 2,961 . 


Jan .. 7,041 2,541 34.4 Special 1,698 2,946 
Feb .. 6,803 2,296 32.1 Deposits 1,618 22.7 3,030 
Mar .. 6,683 2,218 31.5 — 1,501 21.3 3,112 
April.. 6,766 2,262 31.4 — 1,439 20.0 3,207 — 
May .. 6,746 2,244 31.6 5.8 1,045 20.0 3,237 


* Ten clearing banks for 1921-35, thereafter eleven. + Ratios to gross deposits. 
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Trend of “ Risk’’ Assets 


(£ million) 


4 Investments: 


Barclays 

Lloyds 

Midland 

National Provincial . 
Westminster . 
District 

Martins 


Eleven Clearing Banks 1 405. 


4 Advances: 


Barclays 
Lloyds 
Midland 


National Provincial . 


Westminster . 
District 
Martins 


May 18, 1960 
% Of 


719. 
580. 
677. 
402. 


424 
115 


163. 


Eleven Clearing Banks 3,236 


Barclays 
Lloyds 
Midland 
National Prov 
Westminster . . 
District 
Martins 


Trend of Bank 


1957 


UOR IANA 


Gross 
Deposits 


20.4 
21.1 
21.5 
18.4 
18.3 
18.2 
16.0 
19.8 


45.2 
45.6 
44.6 
47.5 
45.5 
46.5 
48.9 





——Change in 





Veer to 
May 
1959 


— 106. 
- 53 
—118 
— 28 
— 64. 
— 17. 
— 24. 
— 432. 


+174. 
+111 
+165 
+ 60 
+ 95 
+21. 
+ 39 


PRUSCMOOM 








Monthly Periods* 





Feb 


-12.2 


1960— 





Apr 


a oe ak a 
| a 
oOo > ss] — 


Oo 
— 


SO NUS UMN 


——s 


+24.4 +23.6 

+16.5 +18.6 

+47.3 beg 3 
1 


++++++++4+ 
Nw 

eB iP arte a 

On OW OUN «] 


Yo) 





1958 


Liquidity* 


1959 


May 


5 


Se ee 
— 


#1 ul © 
oOo +> OCOWe 


| 
ww 
> 


+++11+4+4 

— oe 
oft hwWAUWO 
OOO RK UWwWw 


w 





Mar 
¥ 
31.8 


29.7 
34.1 
31.1 
34.3 
35.7 
36.7 


All Clearing 
Banks 32.6 


Dec 
y'4 
37 
37.3 
39.Q 
39.5 
39.0 
39.2 
41.0 


38.4 


Dec 


Mar 
Yo 
34.2 


31.9 
33.9 
34.0 
35.4 
35.3 
35.9 


31 
7 
34.4 
34.7 
kb ae 
36.0 
33.2 
LF oe 
36.2 


33.9 34.6 


Mar 
Yo 
30.1 


29.5 
30.4 
31.1 
32.8 
30.5 
31.1 


31.0 


Apr 
7o 
30.9 
30.3 
31.9 
30.2 
32.2 
31.5 
31.7 


31.2 


Dec 


May 
Oo 


31.6 
30.2 
30.2 
31.4 
30.8 
w.3 
30.0 


30.9 


31 
fe] 


Zo 
32.9 
32.9 
36.1 
37.0 
33.4 
32.3 
34.3 


34.3 


Mar 


31.0 
31.0 
30.1 
30.0 
33.4 
32.3 
31.9 


31.5 


* Cash, call money and bills shown as percentage of gross deposits. 


Mondays: 


Bank rate .. 
Treasury bills: 


Average allotment rate* 





Money and Bill Rates 


June 22, Apr 19,§ May 31, June 7,|| June 13, June 20, June24** 


1959 
t 
3% 


Market’s dealing rate, 


3 months 
Bankers’ deposit rate 
Short money: 


Clearing banks’ minimum 


Floating money .. 
US Treasury Bill.. 


3 


3% 
2 
2% 


3% 
3.276 


1960 
Sf 
4% 
4% 
3 


3§ 
3-43 
3.313 


1960 
5 

4 is 
43 
3 


3% 
34-33 
3.184 


1960 


per cent 


5 
4% 
44 
3 


3% 
44-48 
2.716 


1960 
5 
4% 
43 
3 


33 
33-48 
2.292 


1960 
5 
4% 
43 
3 


3% 
33-44 
2.613 


1960 


6 
SB 
5 ts 
4 


4% 
44-5} 
2.613 


* Preceding Friday. + Lowered from 44% on 20.11.58. f{ raga | Ages § Tuesday 
riday. 


_ following Easter Monday. 


|| Tuesday .following Whit-Monday. 
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THE EXCHEQUER FINANCES 








I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1960, to corresponding 
estimates loss* on June 18, period of 
1960-61 1959-60 1960 1959-60 
Total Inland Revenue 3,273 +263 394.3 -— 59.0 
Customs and Excise .. 2,409 +127 520.7 +20.1 
Other revenue . 298 - 40 69.8 +25.3 
Total ordinary revenue . 5,980 +350 984.8 — 13.6 
Debt interest (including sinking fund) 680 - 26 172.7 -— 20.3 
Other consolidated fund ; 89 - 1 18.0 - 2.5 
Supply expenditure .. 4,907 — 405 930.3 — 62.2 
Total ordinary expenditure 5,676 — 432 1121.0 — 85.0 
Above line surplus or deficit +304 - $2 — 136.2 — 98.6 
Net deficit below line - 622 + 78 - 70.8 +58.8 
of which 
local loans (net lending shown 
minus) . ; + 56 + 1 + 17.0 + 0.8 
loans to state industries, net — 465 +f 09 —- 56.5 + 38.6 
Total deficit . zo —318 a — 207.0 - 39.3 
* Plus indicates increase in rectipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 
II—National Savings 
({£mn: Receipts into Exchequer reported during period) 
Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (net) Maturity vested* 
1953-54 .. +19.0 + 0.3 — 79.3 — - 60.0 88.6 -38.4 6,008.7 
1954-55 .. +46.0 +51.1 - 35.4 — + 61.7 88.8 -28.8 6,126.2 
1955-56 .. +19.7 +21.5 -80.4 a - 39.2 82.7 -50.8 6,123.6 
1956-57 +72.0 + 3.2 -20.6 +65.0 +119.5 35.5 -38.9 6,240.0 
1957-58 .. -21.3 -22.2 -62.4 +80.2 = 15.6 46.9... -177 423720 
1958-59 ..+131.9 +4+117.9 -55 2 + 66.5 +270.4 54.4 -10.0 6,582.0 
1959-60 +66.9 +145.4 +4+52.7 +41.1 +306.0 83.5 - 1.7 6,969.0 
1959-60 
April REDS. RES 3 ES Se. HS 4.8 - 0.2 6,620.0 
May . + 3.5 +11.6 +0.4 + 7.1 + 22.6 6.5 — 0.2 6,649.0 
1960-61 
April + 7.8 + 8.4 +10.2 + 4.1 + 30.5 7.9 —- 0.1. 7,006.0 
May oe 2.6 + 68 + 5.2 + 32: + B87 6.1 - 0.1 7,035.0 
* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


IiI—Floating Debt 

















(£ million) 
Change in three 
Beginning of April* June months to 
18, June 18, June 20, 
1958 1959 1960 1960 1960 1959 
Ways and Means Advances: 
Bank of England — = — — — —— 
Public Departments 239 .6 291.6 215.3 249.2 -—- 9.3 + 36.2 
Treasury Bills: 
Tender 3,120.0 2,950.0 3,460.0 3,460.0 + 30.0 +150.0 
Tap 1,499.4 1,986.3 1,845.7 1,964.5 +221.7 - 7.9 
4,859.0 5,227.9 5,521.0 5,673.7 +242.4 +178.3 














* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 
June 19, Apri6, May 20, May27, June3, June10, ‘m 17, 
1959 1960 1960 1960 1960 1960 1960 
Official Market 
Spot 2.81% 2.81 2.803 2.802 2.803%, 2.80} 2.804 
3 months #cpm ~$cpm fcpm  icpm $c pm $c pm §c pm 
Security* . . 2.80% 2.78% 2.76% j2.77% #$£=j§92.77% + 2.77% 2.78 + 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can and in of Balancest 
Quarters Aid Credits Reserves Period 
1946 re —- 908 — +1123 + 220 2696 194 
1947 oe — 1431 — +3513 - 618 2079 267 
1948 e -1710 682 + 737 — 223 1856 295 
1949 i: — 1532 1196 + 116 — 168 1688 236 
1950 + 805 762 + 45 +1612 3300 257 
1951 — 988 199 - 176 - 965 2335 508 
1952 - 736 428 - 181 — 489 1846 472 
1953 + 546 307 - 181 + 672 2518 491 
1954 + 480 152 — 388 + 244 2762 428 
1955 - 575 114 - 181 —- 642 2120 480 
1956 — 626 66 + 573 + 13 2133 679 
1957 — 419 26 + 533 + 140 2273 602 
1958 +1005 6 - 215 + 796 3069 654 
Ps + 449 —- —- 782 — 333 2736 719 
1 : 
I + 496 1 — + 497 2770 690 
II + 307 5 - 6 + 306 3076 734 
III + 65 —- ee + 44 3120 731 
IV + 137 —- — 188 - 51 3069 654 
1959: 
I + 173 = - 103 + 70 3139 784 
II + 206 = - 173 + 33 3172 737 
III + 164 aa - §2 + 112 3284 672 
IV —- 94 A — 454 — 548 2736 719 
1960: 
January - 16 —- - 34 - 50 2686 
February + 5SO — - 14 + 36 2722 
March + 73 ~~ - 14 + 59 2780 
I wl + 107 — - 62 + 45 2780 
April ae + 79 - - 28 + 51 2831 
May es + 42 a —- 14 + 28 2859 
Main Special Items Detailed{ — 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan ct ee Canadian loans, etc .. 181 
1948 South African loan ‘ic a 1954 EPU funding payment . 99 
1956 Sale of Trinidad oil a eee IMF repayment . 108 § 
IMF loan «it oe 1958 Service of N Amer loans 188 
1957 India’s IMF loan ; 200 1959 IMF repayment . is. ae 
Return of interest on US IMF subscription jie 
loan ie aa Repayment of Ex-Im .. 255 
Export- Import Bank .. 250 Service of N Amer loans 184 
* Gold and convertible currency from Dec, 1958. +t Source: Federal Reserve Bulletin. 
t Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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She’s incredibly quick with her 
MARCHANT 


and she never makes a mistake 


She just touches the multiplier keys and the answer appears 
—at once—there’s nothing faster than a Marchant! And that's 
not all. Marchant’s 3-dial proof and complete carry-over in 
all registers absolutely guarantees the right answer. 

Try it and prove it. Set aside ten minutes of any day for a free 
demonstration... those ten minutes could save you hours a 


day for years to come. 


MARCHANT Calculator 


= 7 Role) S-Ni 2) 3 1 CO) eee rhea) 


Head Office: Banda House, Cambridge Grove, Hammersmith, London, W.6. Tel: RiVerside 4121 (20 lines) 


BUSINESS ON-THE-SPOT SERVICE 
from B & A Branches 


AUTOMATION— ai its best ! in principal towns 








Please send me details of the following 

Business Automation Equipment. Nime 

[] Modern Duplicating Methods 
Systems Machines Position 
Visual Control! Charts 
Photocopying Equipment . 
Caiculators Firm 
Standard and Portable Typewriters 
Adding and Bookkeeping Machines Address 
Mail-Room Equipment 

[ ] Microfilm Copiers 

[ } Banda Supplies CA.M.2 


es Gr eee tee 
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Toheroa Soup 


WHAT ON EARTH’S THAT? 
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Sorry, GASTON. We know you’re a wonderful source of information 
about la grande cuisine, but this is different. This is a New Zealand 
matter and the enquiry ought to have come to us. For we, too, are a 
‘wonderful source of information’—on New Zealand. We’re the 
National Bank of New Zealand, national in character as well as in 
name, with 150 branches and agencies throughout the North and 
South Islands. If you want to know anything about New Zealand, 
ask us—the national bank . . . The National Bank of New Zealand. 


The National Bank - 


OF NEW ZEALAND LIMITED 


Head Office: 8 Moorgate, London, E.C.2 (MONarch 8311) 
West End Branch: 14 Charles II Street, London, S.W.1 (TRAfalgar 6791) 
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NINETY FIFTH HALF-YEARLY REPORT OF 


THE SUMITOMO BANK, LTD. 


MARCH 31, 1960 


ASSETS 


Cash and due from banks 

Call loans .. 

Securities .. 

Bills discounted 

Loans 

eaeiiiet bills ‘settlement ale, 
Dr. 

Foreign exchanges 

Domestic exchange settle- 
ment a/c, Dr. .. 

Customers’ liability for ac- 
ceptances and guarantees 

Bank premises and real 
estates 

Other assets 


Total 


PROFIT 


Interest on loans and dis- 
counts .. 

Interest and dividends on 
securities 

Fees and commissions 

Other incomes... 

Transfer from reserves 

Balance brought forward 
from previous term 


Yen 
95,974,179,376 
301,120,000 
81,567,635,810 
175,316,783,787 
284,117,181,234 


4,365,390,832 
30,399,893,371 


7,685,518,743 
72,793 ,784,556 


9,070,950,949 
2,181,217,322 





. 763,773,655,980 





LIABILITIES 


Deposits ; 
Borrowed money . . 
Bills rediscounted 
Call money 


Import bills settlement ” 


Cr. 
Foreign exchanges" 


Domestic exchange settle- 


ment a/c, Cr. 


Acceptances and guarantees 


Provision for accrued in- 
terest, taxes, etc. 

Provision for unearned dis- 
counts, etc. 

Other liabilities 

Reserve for possible loan 
losses 

Reserve for price fluctua- 
tion ; 

Reserve for retirement 
allowances ie a 

Capital (paid up) .. 

Capital surplus 

Earned surplus... 
(Profit for the term 


Total 


PROFIT AND LOSS ACCOUNT 
for six months ended on March 31, 1960 


Yen 
17,428,168,766 
2, 789,130,598 
842,169,135 
1,221,554,811 
2,724,709, 796 


204,758,468 








LOSS 


Interest on deposits 

Interest on borrowings and 
rediscounts ; 

Amortization and depre- 
ciation ee a. 


axes a i oe. 
Salaries and allowances .. 
Other operating expenses 
Transfer to reserves 
Profit for the term 

(Net profit 


Total 


APPROPRIATION OF PROFIT 





Total 25,210,491 ,574 
DR. 
Yen 

To reserve 580,000,000 
To reserve for taxes 650,000,000 
To bonus .. F 10,000,000 
To dividend , 450,000,000 

To balance carried forward 
to next term 221,067,408 
Total 1,911,067,408 





CR. 


Balance of profit brought 
— from previous 


erm 
Net profit for the term 


Total 


Yen 
569,411,112,670 
22,577,920,000 
5,455,638,405 
17,366,000,000 


2,860,200,000 
17,999,339,154 


4,556,353,841 
72,793 ,784,556 


13,029,394,060 


4,107,621,214 
252,863,747 


9,595,751,413 
2,375,633,000 


1,804,597,850 
10,000,000,000 
366,898,662 
9,220,547,408 
1,911,067,408) 





763,773,655,980 





en 
10,322,508,550 
2,230,994, 206 


1,014,859,907 
1,143,820,995 
2,308,406,232 
2,773,589,181 
3,505,245,095 
1,911,067,408 
1,706,308,940) 





25,210,491 ,574 





Yen 


204,758,468 
1,706,308,940 





1,911,067,408 
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THE SUMITOMO BANK, LTD. 





General Review of Economic Conditions in Japan from 
October, 1959 to March, 1960 





OLSTERED by increasing demand, 

the economy of Japan during this 

period continued to maintain a course 
of smooth expansion. 

Let us here observe in retrospect the 
various economic trends involved. First, 
in the realm of world economy, though a 
sharp upswing of the American business 
climate triggered by the settlement of the 
steel strike was forecast with the turn of 
the year, there was also a clarification of the 
fiscal retrenchment policy by the Govern- 
ment due to the uneasiness over the future 
of the balance of international payments, 
and the subsequent drift has rather been 
along a steady course. 

West European countries have positively 
enforced the liberalization of dollar imports 
backed by prudent financial measures and 
satisfactory business weather. 

On the other hand, let us look into 
domestic economic trends. ‘The upward 
drift of commodity prices became marked 
last autumn due to the post-typhoon recon- 
struction demand and the announcement 
of a positive disaster reconstruction budget. 
The wholesale commodity price index 
(foodstuffs excluded) rose by 2.7 per cent 
from October to December and uneasiness 
was felt over the overheating of the business 
climate. Consequently, the Bank of Japan 
raised the official discount rate on Decem- 
ber 2 from 6.935 per cent to 7.300 per 
cent per annum. 

Moreover, the actualities of Japan’s 
international trade and foreign exchange 
liberalization became an issue with the con- 
vocation of the GATT conference in Tokyo 
as the turning point. As a result, the 
Government decided to implement trade 
liberalization measures—such as the aboli- 
tion of discrimination against dollar imports 
and the transfer of textile raw materials to 
the Automatic Approval List—and em- 
barked upon a drastic transformation of 
Japanese economy which had for long 
enjoyed protectionism. 

As a result of the putting into motion of 
such preventive monetary measures and the 
unexpected progress of trade and exchange 
liberalization, the managerial attitude of 
economic circles became cautious. As a 
consequence, commodity prices settled 
down and economy generally shifted to a 
course of smooth expansion as reflected in 
major economic indicators. 


Industrial production index and ship- 
ment index at this March-end compared 
with those of a year earlier were up 34.2 
per cent and 27.8 per cent, respectively. 
On the other hand, inventory index swung 
up only 18.2 per cent underpinned by the 
expansion of demand. Commodity price 
index at this March-end fell 0.6 per cent 
from the peak of last December. 

In industrial circles also, there was seen 
a marked overall expansion in business 
showings with electric machinery, auto- 
mobiles, machinery, and iron and steel in 
the lead, though a weakened market tone 
was seen in some segments such as textiles 
due to the liberalization decision. Net 
profit of major Japanese enterprises which 
closed their accounts at the end of last 
March registered an increase of approxi- 
mately 20 per cent compared with that for 
the September term last year. 

What then was the financial situation 
during this period ? The National Treasury 
revenue and expenditure for the third 
quarter showed an unprecedented over- 
disbursement of Y347,100 million due to 
the bumper rice crop, favourable export 
tempo, etc. However, the withdrawal factor 
was also strong due to increased tax revenue 
arising from the _ satisfactory business 
weather, the over-withdrawal for the fourth 
quarter setting a new high of Y262,700 
million. In short, the over-disbursement 
for the entire second half was no more 
than Y84,400 million. 

Moreover, due to the increase of Bank of 
Japan notes in circulation by Y91,300 
million during the term, which reflected 
the higher income level and potent con- 
sumption demand, loans by the said bank 
expanded by Y8,100 million. In parallel, 
open market demand for funds, in con- 
junction with positive capital demand, con- 
tinued to maintain an active tempo. 

Taking the figures of all banks in Japan, 
total loans outstanding increased during 
the term by Y607,900 million (35 per cent 
above that of the equivalent term of a year 
earlier), reflecting the high level of economic 
growth due to the upturn of operating-fund 
demand resulting from active plant and 
equipment outlays and expanding demand. 
In comparison, actual bank deposits rose by 
Y624,300 million. This total was only 6.8 
per cent above that for the equivalent term 
of the year previous, the percentage being 
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far below that for loans. Thus the deposit- 
loan situation during the term had an over- 
loan complexion. 

This was ultimately due to the exceeding 
high rate of growth of Japanese economy as 
manifest by the fact that the economic 
growth rate (on a yearly basis) actually 
reached as high as 15 per cent though the 
Government had estimated it to be around 
7 per cent at the beginning of fiscal 1959. 

As outlined above, Japanese economy is 
currently tracing a course of conspicuous 
expansion. Government authorities have 
made public the view that a healthy and 
stabilized development will continue in the 
future. However, a careful examination of 
plant and equipment investment and balance 
of international payments trends will reveal 
not a few aspects which require considerable 
caution. For instance, it is estimated that 


the fiscal 1960 plant and equipment invest- — 


ment programmes of Japan’s key enterprises 
in aggregate will be higher by 37 per cent 


compared with that of a year earlier. And, — 


the real international payments balance is 


$28 million in the red for the January- — 


March period this year. 

The situation does not permit unqualified 
optimism because the Government in recent 
months has become somewhat more cautious 
toward the business outlook and the tighten- 


ing of the monetary restraint policy is — 


within the realm of inference. In addition, 
it is to be expected that the trade and ex- 


change liberalization policy measures which — 


have been under progress since last year 
will be driven forward full-scale in the 
future. Japanese economic circles are thus 
concentrating all-out efforts to perfect pre- 
parations to cope with this new situation. 


THE EMPLOYERS’ ASSURANCE 





Record Results 





HE following is an extract from the 

statement by the Chairman, Lord 

Knollys, which has been circulated 
with the report and accounts of The Em- 
ployers’ Liability Assurance Corporation 
Limited for the year ended December 31, 
1959: 

First I must refer to the merger of the 
Corporation with the Northern Assurance 
Company Limited, which became effective 
last month. Your Board is very gratified 
that by it we—and we believe also our new 
partners—will obtain the following advan- 
tages which we consider to be of cardinal 
importance. First, the merged organiza- 
tion wil] have an almost ideal geographical 
distribution of business. Secondly, its 
portfolio will be balanced satisfactorily as 
between Life, Fire, Accident and Marine 
insurance. ‘Thirdly, there is the great 
financial strength of the joint undertaking. 
Fourthly, there are the economies, avail- 
able only to really large units, that are 
bound to result from the combination of 
two organizations which in many parts of 
the world, and notably in the United King- 
dom, can eventually operate with branch 
offices under one management and one roof. 


Results for 1959 


It gives me great pleasure to be able to 
report that the Corporation and its sub- 
sidiary companies earned for 1959 an under- 
writing profit of £1,530,398, and a total 
profit after taxation of £1,194,572. These 


are the best results that we have ever 
shown, the total profit being a record one. 
As was forecast in my letter to shareholders 


of January 22, 1960, a second interim divi- — 


dend (in lieu of a final dividend) has been 
declared for 1959 by your Directors, making 
with the first interim dividend of 2s. 6d. 
per share a total of 7s. per share, or 35 per 
cent., an increase of 1s. 6d. per share on 
the total paid for 1958. After provision for 
the net cost, £428,750, of this increased 
dividend, and placing £250,000 to Con- 


tingencies Account, the Carry Forward of | 


our Consolidated Profit and Loss Account 
amounts to £1,806,199, £515,822 more than 
at the end of 1958. 

Of the underwriting profit for 1959 the 
major part was earned in the United States 
of America. Many factors account for our 
success there, but I would like to call your 
attention especially to two important ones. 
First, there is the benefit that we have 
obtained from the care that has been taken 


for some years past in the underwriting of 


our business, especially the important 
classes such as compulsory Motor insur- 
ance. Secondly, there is the saving that has 
been made by a further reduction in the 
ratio of our expenses to our premium 
income. 
of mechanized processes, introduced some 
years ago and yielding more and more 
saving as the volume of business increases, 
but it is also due to constant supervision 
and examination of methods with a view to 
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This reduction reflects the benefit 
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improving and standardizing them on the 
most efficient and economical lines. 


Fire 

We suffered, as did most other com- 
panies, from the exceptionally heavy volume 
of Home Fire losses in 1959. ‘These 
amounted, for the country as a whole, to 
over £44,000,000, which was more than 
double the average for many years past, and 
the chances of an improvement in 1960 
have already been nullified by the shocking 
losses for the first quarter, which amounted 
to £17,651,000. 

In the United States we made a profit on 
our Fire account, in spite of the increased 
provision required by another substantial 
increase in premiums. In Canada our 
experience was most disappointing, as was 
that of the majority of insurers there. In 
other Overseas territories, however, and 
notably in Australia, we made some good 
profits. ‘They were enough to offset the 
losses in the United Kingdom and in 
Canada, and, as a result, we have a profit 
to show in total on this account, as against 
a loss in 1958. 


Accident 


In the United States, Workmen’s Com- 
pensation has been our greatest source of 
profit over recent years and it made a very 


satisfactory contribution to the total results 
in 1959. The best improvement was, how- 
ever, in Motor business, on which a. good 
result was achieved. 

We have also had an excellent year, with 
good profit ratios, on Accident business in 
Canada and Australia. There was a marked 
improvement in our United Kingdom 
results, but Josses on Motor and Miscel- 
laneous classes prevented a profit being 
earned on this section of the account. 


Life and Marine 

Our associated Life company, the Clerical, 
Medical & General Life Assurance Society, 
made excellent progress again in 1959 with 
net new sums assured under Life policies of 
£13,327,441, an increase of 20 per cent., 
and a rise in premium income to over 
£,4,000,000. 

The Merchants Marine Insurance Com- 
pany Limited had further world-wide 
growth to report in all sections of its 
Marine business. 


Investments 
The book value of the Corporation’s 
total investments, including property and 
associated and subsidiary companies, was 
£50,966,191 at December 31, 1959. This 
is an increase of £4,511,191 over the corre- 
sponding figure for December 31, 1958. 





LIABILITIES 
: Lit. Lit. 
Coostel. i... 800,000,000 
Ordinary 
Reserve.... 2,280,000,000 


3,080,000,000 
Deposits and Current Accounts 224,392,436,042 
Damier 6 TA is ics Cec es 5,588,855,095 





Sundry Creditors .......... 12,397,900, 105 
Bills for Collection ...:...... 1,964, 190,616 
Staff Indemnity Fund........ 6,572, 148,977 
Unclaimed Dividends........ 27,412,364 
Rebate on Bills ............ 670,397,565 


StatePoolingBillsRediscounted 56,217,991,165 
Acceptances & Endorsements* 48,991,266,341 
Securities Deposited as per 

a Reg sO a a Sak 48,354,567,298 


contra 
Lit. 408,257,165,568 


Balance brought forward .... 6,139,996 
PU AR: a a ee i ecckeas 750,459,785 


Lit. 409,013,765,349 











119 Branches in Italy. 
* For Third Party 


BANCA NAZIONALE 


DELL’ AGRICOLTURA 


Head Office : Rome, Italy 
BALANCE SHEET AT 31st DECEMBER, 1959 


Representative offices in Germany: Frankfurt a/M. and Munich 





ASSETS 
Lit. 

CE sc ecto er keewuas 12,315,405,187 
Bills Receivable ............ 9, 569,826,339 
Bills Discounted ............ 111,302,196,304 
Carried forward 0)... 665 <5 ik 3,960,097, 107 

Government and State- 
guaranteed Securities ...... 78,616,123,845 
Agrarian Credits............ 3,579,254,922 
Advances against Securities .. 17,181,808,272 
Current Accounts .......... 66, 706,617,301 
Sundry Debtors ............ 2,587,595,341 
Bank Premises.............. l 
Furniture and Fittings ...... 1 
Staff Retirement Fund ...... 5,849,007,090 
Acceptances & Endorsements 48,991,266,341 
Securities Deposited ........ 48,354,567,298 
Lit. 409,013,765,349 
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BANCO DE CREDITO 


DEL PERU 
LIMA - PERU 





CONDENSED BALANCE SHEET 
31st DECEMBER, 1959 








ASSETS 


Cash and Funds Available 
Loans and Discounts . 
Securities 


Securities held as Guarantee for Savings Deposits 


Bank Premises, Furniture and Fixtures 
Exchange Operations . . 
Sundry Debtors 


Total 


Securities held as Collateral against Loans, and in 


Safe Custody 
Bills for Collection 
Mortgage Guarantees. . 
Debtors per Contra 


General Total .. 


LIABILITIES 


Capital .. 

Reserves 

Deposits 

Exchange Operations .. 

Provisions and Sundry Creditors 
Profit and Loss Account 


Total 


Deposits of Securities held as Collateral against 


Loans, and in Safe Custody 
Deposits of Bills for Collection 
Mortgage Guarantees. . 
Creditors per Contra .. 


General Total .. 
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S/. 889,671,119.74 
, 1,657,339,687.97 
38,149,810.53 
40,434,680.00 
26,800,001 .00 
55  383,772,351.61 
55 410,545,326.63 


S/. 3,446,712,977.48 





S/. 1,636,663,673.59 
5» 3,207,161,600.72 
55 150,253,824.51 
5»  115,476,141.46 





S/. 8,556,268,217.76 © 





S/.  80,000,000.00 
5»  100,499,372.14 
5 2,302,669,807.12 

382,612,054.23 
55 363,219,853.47 
eee Fey A 





S/. 3,446,712,977.48 


S/. 1,636,663,673.59 
5, 3,207,161,600.72 
150,253,824.51 
115,476,141.46 





- §/. 8,556,268,217.76 

















NATIONAL BANK OF NEW 
ZEALAND 





Banking Restrictions Affect Profitability 





Mr. Arthur H. Ensor’s Statement 





HE 88th annual general meeting of 

The National Bank of New Zealand 

Limited will be held on July 7 at 8 
Moorgate, London, E.C. 

The following is an extract from the cir- 
culated statement by the Chairman, Mr. 
Arthur H. Ensor: 

The accounts for the year ended on 
March 31, 1960, disclose a few changes of 
note compared with the previous year. 

Current, Deposit and other accounts at 
£70,043,000 show an increase of £9,686,000 
but, in view of the severe restrictions 
upon banking operations in New Zealand, 
which immobilize a considerable portion 
of our resources and restrict lending to our 
customers, the Bank’s profitability is accord- 
ingly limited. 

While the assets side of the Balance Sheet 
shows an increase in advances. at 
£40,328,000, which is £3,101,000 higher, 
the average lending during the year was 
actually less than last year. 

These factors, coupled with the ever 
increasing overhead costs, particularly sala- 
ries, and the effect of import controls on 
our exchange profits, have materially affected 
our earnings in New Zealand but, for- 
tunately, to offset these adverse conditions, 
we have been able to improve our earnings 
in London. 

The result is that our profit at £299,602 
is only slightly less than last year. 

From the net profit, £100,000 has been 
allocated to General Reserve. In January 
last an interim dividend of 4 per cent., 
less income tax at 7s. 9d. in the £, was paid 
and the Directors now recommend for 
your approval a final dividend of 5 per 
cent., less income tax at 7s. 9d. in the £, 
leaving a balance of £156,695 to be carried 
forward. 


Business Development 


Although business activity has continued 
to be rather restrained, the number of our 
accounts has again increased at a rate which 
must be considered satisfactory. 

Whilst we have not opened any new 
Branches since my last Statement, the 
number of agencies has been increased by 


seven, bringing the total of branches and 
agencies to 165. ‘The substantial programme 
of branch modernization and rebuilding 
is being continued. Furthermore, opportu- 
nities are taken to acquire new sites with a 
view to increasing our representation in 
areas of commercial and _ industrial 
expansion. 


Overseas Trade 


During the past year there has been a 
marked improvement in the balance of 
payments position. This has been achieved 
without further recourse to overseas bor- 
rowing and despite the repayment of 
£11.6m. borrowed in the previous year 
and a further £11.9m. invested overseas 
to provide for the repayment of loans due 
in 1961. 

With one exception, the earnings of all 
the major export products increased. Meat 
receipts declined somewhat from the record 
level attained in 1958, owing to the more 
competitive conditions in the United States 
beef market and lower values for lamb in 
London. 

The severe import restrictions, although 
somewhat relaxed during the year, resulted 
in import payments being less than the 
low figure of 1958. 

Although the position is now more 
encouraging, there is not yet a sufficiently 
large cushion of reserves to justify the 
complete abolition of restrictions on over- 
seas payments. 


Credit and Monetary Policy 


In accordance with official policy, the 
Trading Banks’ loans and advances have 
continued to be curtailed, and the average 
monthly figures were lower than in the 
previous year. However, by the end of 
1959, owing chiefly to the substantial 
increase in Overseas earnings and Reserve 
Bank advances to the Government, the 
volume of money in the economy had 
increased sharply. 

This increase in liquidity, coupled with 
the effects of the General Wage Award 
made in October, 1959, reduced rates of 
taxation and increased Government ° ex- 
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penditure, presents a possible threat of 
renewed inflation. 


‘Finance 


Hire purchase finance has never, by 
overseas standards, been used extensively in 
New Zealand, but it is increasing and will 
no doubt be further encouraged as a result 
of the Government’s decision to introduce 
a television service. Official policy has been 
to discourage this type of finance and the 
Capital Issues Committee has not approved 
new capital issues for companies engaged in 
hire purchase. The result has been the 
growth of a large number of small “‘ £10,000” 
companies which are permissible without 
official consent. There are differing views 
in regard to the wisdom of the extensive use 
of hire purchase finance, but its develop- 
ment is proceeding rapidly in many parts 
of the world and it has become a part of the 
accepted economic life of a community. 
It is, therefore, very much in the national 
interest that some indication should be 
given of official policy on this subject. 

It is reported that the Government in- 
tends to introduce a Bill to permit and 
regulate Unit Trusts. ‘This would be a 
welcome move. At present there is a 
shortage of available investments on the 
New Zealand Stock Exchange but, with the 
industrial development which is_ taking 
place, this position may gradually be 
improved. 


Industrial Development 


The New Zealand Government has 
encouraged the establishment of new indus- 


tries. An Industrial Development F 
has been set up to make additional allocas 
tions of overseas exchange to industries that 
are considered able to make a valuable 
contribution to the country’s economy, but 
it is to be hoped that nothing will be done 
to encourage industries which must bé 
regarded as uneconomic and _ requiri 
undue tariff protection. No discrimination 
is made against overseas organizations wh¢ 
wish to establish subsidiaries or enter into 
some arrangement with local companies, 
and overseas capital will be welcomed; 
particularly when associated with New 
Zealand capital and management in the 
development of economically viable under 
takings. 


Future Prospects 


The past year has produced considerable 
speculation about the direction of New 
Zealand’s development and a great deal of 
encouraging news about present progress, 
New public works schemes are continuing to 
be undertaken and each year some aré 
brought to completion. During the past 
year the Auckland Harbour Bridge was 
finished and, apart from being a magnificent 
engineering achievement, it has already 
given substantial impetus to the cover 
ment of the City’s North Shore. 

Thus, whilst it is necessary to make 
reservations and cautionary comment i : 
any survey of human affairs, we can be 
optimistic that, wisely led, the constant 
endeavour of the New Zealand people, who 
have already achieved so much, will trans-: 
form the promise of the present into further, 
solid achievement. 











Agent for Share Distribution 





who will be in Europe shortly. 


Reply in complete confidence: 








Canadian stock broker seeks connections in Europe for distribution of 
shares in a Canadian Nickel Mine nearing production. Further infor- 
mation on this attractive proposition is available from our representative 


= 
a EOE PE LEI LEN LENIN EN EE EOIN RE ct CNP tL one orsmeee P ee wes 


Box. 785 
Saint John, New Brunswick, 
Canada. 
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Single Issue: $37.50 a copy 


Methvil'ie 3, Tennessee 


- 


Order your DIRECTORY todey. You may need Rt tomorrow. 
00 a copy 


Five-Year Contract 











ore 


money 
for your money 


From July rst the interest rate on shares 


will be raised to | 10 I Tax paid by the $ tery, 
, re equivalent to £5. 14. 3. at the . 
2 10 standard cate of ux. 


You get a good deal from the ae j 


BURNLEY BUILDING SOCIETY | 


For full details please apply to: t2 Grimshaw Street, Burnicy 
e MEMBER OF THE BUILDING SOCIETIES ASSOCIATION 





— 


ia 








a COMERCIAL ANTIOQUENO 


Established 1912 


Head Office: Medellin, Colombia, South America 
with 49 Branch Offices in Colombia 


Cable address for all o ffices—Bancoquia 


Reliable and responsible commercial and finan- 
cial information supplied by the Banco Comercial 
Antioqueno is supported by our 47 years’ expe- 
rience in growing with Colombia, and the com- 
lete facilities of our 50 offices located in every 
important commercial market of the country. 








We invite your inquiries. 
Vicente Uribe Rendon, General Manager 


Capital paidup - $34,700,000 — Pesos Colombian 
Lege! reserves - $37,700,000 — Pesos Colombian 
Other reserves - $ 8,500,000 — Pesos Colombian 
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